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ONTARIO MUNICIPAL EMPLOYEES RETIREMENT SYSTEM 


Established almost 25 years ago by an Act of the 
Ontario Legislature, the Ontario Municipal 
Employees Retirement System is a pension fund 
serving a diversified membership of employees of 
local government. 

In addition to 1,069 municipalities, local boards 
and schoolboards, OMERS also manages the pen- 
sion plans of Ryerson Polytechnical Institute and 
the Colleges of Applied Arts and Technology ona 
management fee basis. 

OMERS is financed by equal contributions from 
member municipalities and their employees. To 
meet its obligations to present and future members, 
OMERS must invest their funds and reinvest the 
returns prudently and effectively. 

OMERS isa contributory defined benefit plan, 
but ad hoc increases and improvements to retire- 
ment benefits have been made over the years 
without any increase in member and employer 
contribution levels. These improvements to the 
pension benefits were made possible by sound and 


About the cover: 
The new building at One University Avenue in 
Toronto, where OMERS offices are now located. 


stable financial planning and because of the strong 
investment performance of the OMERS fund. 

OMERS’ fund currently is invested in a widely 
diversified portfolio of capital market investments 
including equities, bonds, short-term money mar- 
ket securities, mortgages, real estate, term loans 
and venture capital. 

OMERS is managed by a Board whose eleven 
members are appointed by the Lieutenant Gover- 
nor in Council on the recommendation of the 
Treasurer of Ontario. The Board is unique to the 
pension world with the majority of the members of 
the Board being employees of local governments 
contributing to the plan. Other members are 
elected or appointed officials of municipalities and 
local boards of municipalities. Thus OMERS is 
managed by and for local government employees 
and employers with the sole and dedicated pur- 
pose of providing an appropriate and uniform 
retirement income at stable and reasonable 
contribution rates. 
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CHAIRMAN’S REPORT : 


We are pleased to report that a strong performance 
by OMERS in 1986 has maintained and built upon 
the sound financial position of the pension fund. 
This position enables OMERS to perform its 
fundamental function — the provision of pension 
benefits to present and future members. Accord- 
ing to the actuaries report, OMERS is well placed 
to meet its obligations for the foreseeable future. 

During the year, OMERS obligations increased 
as the number of contributing members grew to 
140,120 from 135,098 in 1985 and the number of 
pensioners rose to 33,340 from 30,881. 

Pension contributions of $462 million showed 
little change from the previous year. OMERS' 
contribution rates are integrated with Canada 
Pension Plan contributions and are based on 7% of 
the salary of individual members (1% more for 
members with a normal retirement age of 60) with 
equal member and employer contributions. 

For the third consecutive year, investment 
income outstripped pension contributions. At 
$819 million, investment income was up by 26% 
from the $651 million earned in 1985. By industry 
standards, OMERS'’ return has been consistently 
above average. For the past five years, the 
average rate of return on the fund was 19% 
per annum, compared to the SEI Comparative 
Measurement Service median return of 17.4%. 
Due to the level of return achieved over the 

years, and to sound financial planning, OMERS 
has been able to make steady improvements to 
retirement benefits. In 1986, pensions were raised 
by 64% — the largest increase since 1975. 

Furthermore, we have introduced a “rule of 85” 
for members with a normal retiring age of 60 — 
permitting them to retire early if their age, com- 
bined with years of service, reaches 85 years. This 
brings these members in line with those who have 
a normal retiring age of 65 and are eligible to apply 
for the rule of 90. 

The market value of the pension fund invest- 
__ ments has grown substantially in recent years. By 


/ the end of 1986, the market value was $8.2 billion, 


compared to just under $7 billion in 1985. 

In little over two decades, OMERS has grown 
to become one of the largest pension funds in 
Canada. But the rapid growth has not been at the 
expense of prudent business principles. We con- 
stantly review policies and set goals to ensure that 
the investments are well balanced and diversified 
— to protect against downturns within regions and 
industry groups. Again in 1986 we made strides 
towards these goals. 

While the strength and performance of the fund 
— and the efficient administration of pensions — 
are our primary concerns, the Board of Directors is 
also very conscious of OMERS' role as a responsi- 
ble corporate citizen. 

We are therefore proud of the significant contri- 
bution that OMERS has made to Ontario and 
Canada over the years through sound investments 
that have helped stimulate economic growth, 
create employment, finance business expansions 
and support small business. 

In 1986, OMERS’ impressive record in this area 
was upheld. To single out just one of many impor- 
tant investments in Ontario during the year, 
OMERS completed Constitution Square in Ottawa 
— a major real estate development project that has 
helped revitalize the city’s downtown core. 

One other real estate project warrants special 
mention: in 1986, OMERS purchased and com- 
pleted a new office tower at One University 
Avenue in Toronto — a building that now houses 
our head office along with a number of other 
tenants. From this new vantage point, the people at 
OMERS look forward to another year of serving 
our membership. 


On behalf of the Board, 


C.M. Beckstead, Chairman 
April 24, 1987 


1986.IN REVIEW 


PENSION PROGRAM 


In 1986, OMERS paid out a total of $133.5 million 
in pensions — up 24% over the previous year. 

By the end of the year, the system included 
33,340 pensioners, an increase of 8%. This reflects 
steady growth in the number of pensioners in the 
past decade. 

During 1986, the recipients of pension benefits 
fell into 4 basic categories, as follows: 


i 
1986 PENSION PROFILE 


Normal 
Retirement 
52% 


Early 
Retirement 
20% 


The payments actually made to pensioners dur- 
ing a given year form just one part of OMERS’ 
obligations. The strength of the fund is judged by 
its ability to meet future obligations. 

We must therefore look at the future require- 
ments of 140,120 current contributing members of 
different ages, retiring at different times. These are 
the factors that actuaries look at when they make 
their valuation reports. 

The latest actuarial evaluation, prepared last 


year by The Wyatt Company, indicates that 
OMERS is in sound financial condition and that 
current member and employer contribution rates 
appear sufficient to fund future benefits. 

In preparing the valuation, actuaries assumed 
salary increases averaging 6% a year, and fund 
earnings of 7% a year to the retirement of a mem- 
ber and 6% thereafter. The actuaries also assumed 
annual increases of 5% on the maximum pension- 
able earnings used under the Canada Pension 


Plan — which is $25,900 in 1987. 


Actuarial valuation resul 


ts 


($ Millions) As at January | 
Actuarial liabilities 1986 1985 
Present value of: 
Pensions under payment $1,186.9 $ 969.3 
Vested deferred benefits 34.3 Sve 
Benefits for present contributors 
and their survivors 4172.4 3,750.6 
Additional voluntary 
contribution liability afl a 
Total liabilities 5,394.3 4752. 
*Fund assets at January | 5,962.9 4,980.0 
Funding Excess $ 568.6 $2273 


* As valued by the actuary. 
BO Oh oe Sd 


In calculating actuarial assets (which include only 
OMERS’ fund and not the other plans under man- 
agement), most investments are carried at book 
value. However, investments in common shares 
and real estate are carried at book value plus a 
calculated portion of unrealized appreciation (or 
depreciation) to reflect long-term trends. This pro- 
cess averages market values for these investments 
over a five-year period, thereby smoothing out the 
effect of market volatility. 

Particularly significant in 1986 was the funding 
excess of $568.6 million. Over the years, OMERS’ 
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Participants in the System 


~ EMPLOYERS 

~ Atthe end of 1986, there were 507 municipali- 
ties, 132 school boards and 430 other local 
boards participating in OMERS for a total of 
1,069 participating employers — an increase of 
6 employers. 

OMERS represents a pooling of large and 
small municipal employers. More than half of 
the participating employers have fewer than 25 

employees who are members of the system and 
_ for these the average is 9 members each. At 
_ the other extreme, 59% of the membership is 
~ employed by 63 employers with an average of 
1,313 members each. 


CONTRIBUTING MEMBERS 

the past decade, OMERS’ membership has 
increased from 106,030 to 140,120. 
Aembership activity in 1986 was as follows: 


Contributing mene. January 1, 1986 135,098 
Members enrolled during 1986 15,342 
: 150,440 
sss: terminations, transfers, disabled 
and deaths oe 


retirements 2,128 


Tn 1986, over half of OMERS’ members were 
ployees of municipalities, one quarter were 
mployees of school boards and the remainder 
were employees of other local boards. Two out . 
of every five members were female and one in 
ight members was a policeman or fireman with 
anormal retirement age of 60 years. 


‘ontributing members, December 31, 1986 140,120 


PENSIONERS 
The number of pensioners continued to grow, 
as follows: 


Pensioners, January 1, 1986 30,881 

Additions during the year Ope ley! 
Deletions: 

death of pensioners 1,090 

other causes 33 

Li2s 

Pensioners, December 31, 1986 33,340 


NUMBER OF PARTICIPANTS 
(Thousands) 
Deferred Vesteds [Pensioners Mi Actives 
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MEMBER CLASSIFICATION BY AGE GROUPING 
(Thousands) 
@ Males Mi Females 
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actuarial assets have matched or exceeded the 
minimum liabilities (or funding requirements) 
established by the actuaries. 
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ACTUARIAL ASSETS VS MINIMUM LIABILITIES 


($ millions) 
@ Actuarial Assets # Minimum Liabilities 
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The funding excesses, sparked in recent years by 
an unusually high level of activity in global capital 
markets, have allowed for regular improvements to 
benefits. Since 1980, basic benefits have increased 
4.3% annually, on average, while spousal benefits 
have been strengthened and made more equitable 
and early retirement provisions have been 
expanded. In 1986 alone, pensions were raised 
by 64% and a “rule of 85” was introduced, as 
mentioned in the Chairman's Report. 

A healthy safety margin is more important now 
— during this era of pension reform — than ever 
before. New funding requirements may well 
emerge with the upcoming Pension Benefits Act, 
and indexing for existing and future pensioners 
may become law. The cost of these may, in fact, 
be greater than the current excess, and so we will 
continue to strive to achieve a high level of returns 
— to protect against increases in contribution rates. 


INVESTMENT PROGRAM 


OMERS investment performance has fuelled the 
erowth of the pension fund in recent years. In fact, 
beginning with 1984, total investment income has 
exceeded contributions from employers and em- 
ployees. This performance has helped OMERS 
make ad hoc increases and other enhancements to 
retirement benefits without requiring increased 
contributions. 


ANNUAL INCOME 
($ millions) 
 Employer/Employee Contributions Ml Investment Income* 


800 


600 


400 


200 


1982 1983 1984 1985 1986 


These returns have been achieved by a broadly 
based investment portfolio widely diversified by 
region, by industry and by type of asset. This 
approach not only reflects the rapidly changing 
economic and financial environment, but also pro- 
vides a balance between long and short-term invest- 
ments to ensure stability, as well as flexibility. 

Diversification has also been made necessary by 
the rapid growth of assets under management at 
OMERS. From a market value of roughly $2.5 
billion in 1981, the fund had grown to $8.2 billion 
by the end of 1986. Indeed, in just the last year, the 
market value grew by $1.2 billion. 


Over the years, we have increasingly concen- 
trated on capital market investments, in order to 
take advantage of greater flexibility, greater opportu- 
nities for diversification and higher rates of return. 

Our strategy of maintaining a diversified invest- 
ment portfolio has stood us in good stead in light 
of the stormy global economic environment of 
1986. Internationally, the year saw a plunge in 
international oil prices, major realignments of 
international currencies, a growing trend towards 
trade protectionism in the United States and west- 
ern Europe and the ongoing problems of the less 
developed countries in paying interest on their 
massive debts. 

In Canada, the economic environment was some- 
what calmer by comparison. Overall, the economy 
expanded a modest 3.1%, creating 330,000 new 
jobs and lowering unemployment to 9.4% by year- 
end. Inflation rates remained fairly steady around 
the 4% level and interest rates continued a down- 
ward trend. 

Economic conditions were reflected in the finan- 
cial markets. Both the stock and bond markets 
were subject to wide price fluctuations throughout 
the year. 

However, despite the volatility, returns on all of 
the major categories in our investment portfolio 
were well above the 4.2% inflation rate indicated 
by the Canadian Consumer Price Index in 1986. 
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1986 Investment Highlights 


FINANCE AND ADMINISTRATION 


As OMERS’ pension program and assets under 
management have grown in recent years, so too have 
administrative expenses and staffing requirements. 

In addition to the administration of the various 
pension programs, the Board is also responsible for 
the accounting and administrative aspects of the 
investment program. 

In 1986, administrative expenditures were 
$9.5 million, compared to $8.2 million in 1985. 
While that appears to be a substantial increase, it 
was well within the expenditure guidelines estab- 
lished by the Board with the assistance of outside 
advisors. 

These guidelines were developed to allow 
OMERS ' resources to keep pace with growth of the 
fund and the pension program — ensuring a consis- 
tently high standard of performance. 

The guidelines allow for administrative expendi- 
ture that are the sum total of: 


e 1% of member and employer contribution to the 
basic OMERS plans; 

e 1/10 of 1% of the year-end amortized cost of 
OMERS ' capital market securities; 

© management fees for the managed plans (OMERS 
manages plans for other organizations, separate 
and distinct from the OMERS fund. In 1986 we 
received $576,000 in fees for the managed plans 
compared to $524,000 in 1985). 


For 1986, the expenditure guidelines totalled 
$10.7 million, so OMERS actual expenditures 
reached only 88% of the allowable amount. 
Effective financial controls have helped contain 
expenditure growth. 

As OMERS continued to grow, the Board author- 
ized 17 new staffing positions for a total of 142. But 
much of the day-to-day administration of OMERS 
takes place in the offices of the 1,069 participating 


ADMINISTRATIVE EXPENDITURES 
($ millions) 
ms Actual mm Guideline 


10 


1982 1983 1984 1985 1986 


“While OMERS’ expenditures have increased in recent years, 
they are still below the expenditure guideline — indicat- 
ing effective financial controls. ma 


employers — our first line of communication with 
members of the System. 

OMERS is dedicated to maintaining a high level 
of service while controlling staff growth and costs. 
To this end, we made a major commitment to 
automation last year when administrative systems 
supporting members and pensioners were con- 
verted from a computer bureau to an in-house 
computer. 


This was the first step in a project to provide 
oreatly increased support to Pension Division staff. 
Appropriate automation will be a key factor in 
OMERS' successful response to the changing 
pension environment. 


1986 ADMINISTRATIVE EXPENDITURES 
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and Communication 


Materials and 
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Personnel Services 
11% including Employee 
‘Benefits 
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As we look to the future, we have no doubt that 
the environment will change. Both the federal 

and the provincial governments are reviewing the 
ground rules for pension funds, and pension reform 
is an issue of increasing importance — as is indexing. 
Public sector funds in particular are coming under 
scrutiny. The Government of Ontario recently estab- 
lished a Public Sector Pensions Advisory Board, 

a Task Force on the Investment of Public Sector 
Pension Funds, and a Task Force on Inflation 
Protection for Employment Pension Plans. 

OMERS concern, first and foremost, is to pro- 
tect the interests of our present and future members, 
and we have been active participants in the discus- 
sions and debates. 

Whatever the outcome may be, we will continue 
to serve our membership by striving to achieve a 
high level of performance — and we will continue 
to work closely with the Government of Ontario, 
the municipalities and individual members as we 
establish new goals. 


BALANCE SHEET : 


As at December 31, 1986 (000) 1986 1985 
OE a a a as 
ASSETS: 
Investments (note 2) $7,413,565 $6,274,012 
Long term receivables (note 5) 136,306 142,553 
Fixed assets (note 3) 517 764 
Contributions receivable 38,884 38,229 
Accrued income 66,768 56,430 
$7,656,040 $6,511,988 


RESERVES AND LIABILITIES: 


Reserves for: 


Basic benefits (note 4) $6,709,121 $5,706,521 
Supplementary benefits (note 5) 86,867 76,579 
$6,795,988 $5,783,100 

Deposits from administered pension funds (note 6) 846,818 713,283 
Accounts payable and accruals 13,234 15,605 
$7,656,040 $6,511,988 


Signed on behalf of the Board 


Member Member 


STATEMENT OF THE RESERVES 


For the year ended December 31, 1986 (000) 
Balance — beginning of year 


INCREASES IN RESERVES 


Contributions of: 
Members 
Employers, current service 
Members, unfunded liabilities 
Employers, unfunded liabilities (note 5) 


Interest income on unfunded liabilities 
Income earned from investments 
Management fees from administered 

pension funds (note 6) 
Transfer from supplementary benefits reserve 


Total increases 


DECREASES IN RESERVES 


Members’ pensions 
Members contributions plus interest refunded 


Income credited to administered pension 
funds (note 6) 


Administrative expenditures 
Transfer to other pension plans 


Transfer to basic benefits reserve for 
pensions at present value 


Closing supplementary agreements 
Total decreases 


BALANCE — end of year 


Basic Benefits Reserve 


Supplementary Benefits Reserve 


1986 1985 1986 1985 
$5,706,521 $4,814,414 $76,579 $66,875 
$ 220,032 $ 202,934 

217,044 202,367 $ 3,998 $ 4,127 

Od 15 
O3072 41,064 
$ 445,448 $ 452,480 $ 3,998 $ 4,127 
12,545 1A Pe 
809,397 643,084 9,690 8,289 
576 One 
55300 Rg 
$1,271,323 $1,110,674 $13,688 $12,416 
991333539 $ 108,092 
30,633 27,094 $ 2 
92,852 (OOF 
9,461 8,159 41 $ 641 
2,238 ot 
cheb 2,454 
aly 
$ 268,723 S218 567 $ 3,400 erat oy! 
$6,709,121 $5,706,521 $86,867 $76,579 
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NOTES TO FINANCIAL STATEMENTS 


For the year ended December 31, 1986 


1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 


Investments 

Investments are recorded in the accounts at cost. Gains or losses on their disposal are credited or charged to 
income. Income from investments is recorded on the accrual basis. 

Contributions | 

Member and employer contributions received subsequent to the year-end, but which are applicable to the 
current year, are recorded as receivable. 

Benefits 

Payments for benefits are recorded in the year in which such payments are made. 

Fixed assets 

Leasehold improvements and computer equipment are recorded at cost and are amortized and depreciated 
respectively on a straight-line basis over 5 years. 


2. INVESTMENTS 


Investments as defined in section 8(4) and section 8(6) of The Ontario Municipal Employees Retirement 
System Act are subject to the regulations of The Pension Benefits Act. 


(000) 1986 1985 
Cost Market Value Cost Market Value 
Short-term deposits $ 226,067 $ 226,067 $ 131,907 $ 131,907 
Bonds and debentures 2,701,959 2,752,446 2,555,184 UL SYSi tev 
Term loans (S65723 136,723 113,804 113,804 
Mortgages 1,330,120 1,426,337 I UATE S28) 1,224,082 
Equities DROW, 923 3,119,789 1,930,422 2,516,480 
Real estate 348,354 385,318 275,416 305,092 
Special situations 158,419 158,419 140,151 140,151 
$7,413,565 $8,205,099 $6,274,012 $6,969,391 


Bonds and debentures include $1,293,025,000 (1985 — $1,293,025,000) of Province of Ontario 
debentures bearing a weighted average interest rate of 9.07% and maturing at various dates beginning on 


December 31, 1993 through to December 31, 2006. 

Market value is quoted value for bonds, debentures, and equities. Market value for Ontario Debentures 
and mortgages is computed based on market yields. 

Market value for real estate is appraised value as provided by our property managers. 

Market value for term loans and special situations has been assumed to equal the cost due to the nature 


of the investment. 


| GQINSNTARIGMUNICIPAL EMPLovees RETIREMENT FUND 


D: 


FIXEDASSETS 


(O00) 1986 1985 

Accumulated 

depreciation & 
Cost amortization Net Net 
Leasehold improvements $ 487 $449 BD) ail $166 
Computer equipment 830 350 480 598 
$1,317 $799 $517 $764 

. BASIC BENEFITS RESERVE 


The basic benefits reserve is maintained for the payment of pensions to retired members or their beneficiaries 
and the future payment of pensions and benefits to contributing members and to terminated members who 
have elected a deferred pension. 

The latest actuarial valuation of the Fund dated January 1, 1986 determined the total actuarial liabilities 
of the Fund for basic benefits to be $5,394,318,000 using the unit credit cost method. The actuarially 
adjusted book value of accumulated assets at that date was $5,962,870,000 resulting in an actuarial surplus 
of $568,552,000. 

The results of the actuarial valuation projected to December 31, 1986, indicate that the existing levels of 
member and employer contributions are sufficient to meet the cost of benefits earned from January 1, 1986 
to December 31, 1986. 


. SUPPLEMENTARY BENEFITS RESERVES 


Under the terms of The Ontario Municipal Employees Retirement System Act various participating 
employers have entered into agreements with the Board for the provision of supplementary benefits. The 
supplementary reserves represent the net assets available for payment of benefits under the agreements. 
Each employer is responsible, individually, for the funding of such benefits. 

Effective January 1, 1983 all assets and liabilities with respect to prior service agreements were 
transferred to the supplementary reserve. On the same date, the assets and liabilities of most supplementary 
agreements were then transferred to the basic OMERS plan. 

Where the assets transferred from the previous agreements were not sufficient to provide for the liabilities, 
the unfunded amounts were identified and are being paid off by the participating employers. Such 
unfunded liabilities are now recorded in the basic benefits reserve and are offset by a long-term receivable 
from the participating employers, to be paid, with interest, over a period not to exceed 15 years. For any 
previous agreements where the assets were in excess of liabilities, the resulting surplus was refunded to the 
participating employers. 

Supplementary agreements entered into by employers with the Board subsequent to January 1, 1983 are 
subject to a final determination of the actuarial liability for benefits under each agreement. The liabilities 
determined under each new supplementary agreement are recorded in the basic benefits reserve and are 
offset by a long-term receivable from’ the participating employers with repayment terms similar to those 
stated above. 


. ADMINISTERED PENSION FUNDS 


The administered pension funds which form part of the Fund and which are administered on behalf of the 
Ontario Council of Regents for Colleges of Applied Arts and Technology, the Ryerson Polytechnical 
Institute, the members of the Legislative Assembly as represented by the Board of Internal Economy — 
The Caucus Employees Retirement Fund (until June 30, 1986) and the Minister of Energy for the Province 


of Ontario (The Ontario Hydro Guarantee Fund) are credited with amounts which are equal to the income 
earned by the Fund from the investment of the monies deposited in the Fund by the administered pension 
funds. The Ontario Municipal Employees Retirement Board is authorized under the terms of the various 
management agreements to recover its expenses for administering the aforementioned plans. 

Order in Council #889/86 April 3, 1986 revoked Order in Council 3573/77 dated December 21, 1979, 
which appointed OMERS Board as Trustee of the Caucus Employees Retirement Plan. The revocation 
became effective June 30, 1986. 

On July 10, 1986 the sum of $3,250,000 was transferred to the Ontario Public Service Superannuation 
Fund. As at December 31, 1986 deposits from administered pension plans include $889,000 representing 
the remaining Caucus funds to be transferred with interest in 1987. 


7. COMMITMENTS 


Total investment commitments outstanding at December 31, 1986 amounted to approximately $420 million 
of which $297 million relates to mortgages, $38 million to real estate, $10 million to bonds and debentures, 
$15 million to term loans and the remaining $60 million to venture capital and other. 


AUDITORS’ REPORT TO THE ONTARIO MUNICIPAL EMPLOYEES RETIREMENT BOARD 


We have examined the balance sheet of the Ontario Municipal Employees Retirement Fund as at December 31, 1986 and the 
statement of the reserves for the year then ended. Our examination was made in accordance with generally accepted auditing 
standards, and accordingly included such tests and other procedures as we considered necessary in the circumstances. 

In our opinion, these financial statements present fairly the financial position of the Fund as at December 31, 1986 and 
the results of its operations for the year then ended in accordance with generally accepted accounting principles applied on 
a basis consistent with that of the preceding year. 


lope thy hsede 


Chartered Accountants, March 31, 1987 


ONTARIO MUNICIPAL EMPLOYEES RETIREMENT BOARD ACTUARIAL COST CERTIFICATE 
as at December 31, 1986 


The most recent actuarial valuation of the Ontario Municipal Employees Retirement System was conducted as at January |, 
1986 using the Unit Credit Actuarial Cost Method, with projection of earnings. Our valuation conformed with the 
Recommendations for the Valuation of Pension Plans adopted by the Canadian Institute of Actuaries. 

The results of the actuarial valuation disclosed total Actuarial Liabilities of $5,394.318 million in respect of benefits 
accrued for service prior to January 1, 1986. The Actuarial Assets at that date were $5,962.870 million indicating an 
actuarial surplus or Funding Excess of $568.552 million. 

The results of the actuarial valuation also indicated that the existing levels of employee and employer contributions are 
sufficient to meet the Normal Actuarial Cost of benefits to be earned each calendar year until the next actuarial valuation 
is performed. 

We are of the opinion therefore, in accordance with generally accepted actuarial principles, that the assets of the Fund at 
December 31, 1986 are sufficient to meet all the liabilities of the Plan in respect of services rendered by members up to that date. 


Gowil iek I COR caer 


THE WYATT COMPANY, Martin J.K. Brown, EIA. Fellow, Canadian Institute of Actuaries 
February 27, 1987 


SCHEDULE OF ADMINISTRATIVE EXPENDITURES 


For the year ended December 31, 1986 (000) 1986 1985 
PERSONNEL SERVICES INCLUDING EMPLOYEE BENEFITS 
Salaries of regular staff $4,233 $3,584 
Salaries of casual staff 246 200 
Pensions 306 SS 
Employee benefits 306 212 
$5,091 $4,311 
TRANSPORTATION AND COMMUNICATION 
Travel Seen $ 189 
Telephone 176 154 
Postage and express PE 105 
$ 514 $ 448 
PURCHASE OF SERVICES 
Actuarial $ 135 he IVES) 
Audit 102 84 
Medical oe 23 
Legal 280 283 
Other professional 492 392 
Recruitment and training 7 46 
Office rental e232 746 
Computer processing 182 796 
Equipment maintenance 109 34 
Insurance 7 6 
Board's services 112 127 
Research and information 135 153 
$2,889 $2,815 
MATERIALS AND SUPPLIES 
Furniture and equipment purchases ee Ari $ 134 
Supplies and stationery 223 178 
Publications for members and employers 88 1) 
Office alterations 9 8 
Amortization of leasehold improvements 216 83 
Depreciation of fixed assets 200 150 
$1,008 $ 626 


Total Expenditures $9,502 $8,200 


FIVE YEAR REVIEW OF FINANCIAL DATA 


(000) 1986 1985 1984 1983 1982 
*Investments at cost 
Provincial debentures $1,293,025 $1,293,025 $1,293,025 $1,293,025 $1,293,025 
Marketable securities 6,120,540 4 980,987 3,988,824 3,075,543 2,440,504 
$7,413,565 $6,274,012 $5,281,849 $4,368,568 $3,733,529 
*Reserve for 
Basic benefits $6,709,121 $5,706,521 $4814,414 $4,070,275 $3,191,720 
Prior service agreements _ - _ _ 4,361 
Supplementary benefits agreements 86,867 76,579 66,875 64,594 190,304 
Managed plans 846,818 713,283 597,789 499 299 413,160 
$7,642,806 $6,496,383 $5,479,078 $4,634,168 $3,799,545 
Investment income earned 
Basic plan Soe L654 50 DOS ee OOO mono 33a ed 298,605 
Prior service agreements — — = = 2S 
Supplementary benefits agreements 9,690 8,289 7,036 @ 715 17,704 
Managed plans 92,852 73,707 60,060 47,192 39,341 
$ 819,087 $ 651,373 $ 524,678 $ 425,040 $ 355,875 
Contributions received for 
Basic plan $ 437,076 $ 405,301 $ 380,769 $ 361,937 $ 336,368 
Basic plan unfunded liabilities 20,917 59311 21,329 134,315 = 
Prior service agreements — — — — 32 
Supplementary benefits agreements 3,998 4.127 ie 4,069 41,504 
$ 461,991 $ 468,739 $ 405,270 $ 500,321 $ 377,904 
Payments to members 
Pensions paid $ 133,539 $ 108,092 $ 86858 $ 69,315 $ 55,304 
Contributions and interest refunded 30,635 27,094 DE OTal 26,115 16,064 
Transfers to other plans 2,238 1515 1,548 1,347 1,619 
GS GGy4i2 -o.30. 701) or ld WOone se OO thy NO. oi2, 98K 
Administrative expenditures and recoveries 
Pension program 
Gross $ 4,202 $ Boo 3,461 $ POSS SS 
Fee recoveries 617 565 505 513 832 
Net $ 3.585 9G 3008) §° 2950 Gy 2446 > 1,889 
Investment program 5,300 4,627 2,656 2,330 1,641 
$ Te RSs ONS ae eek 
Total fund annual rates of return 
Dollar-weighted return on book value 12.4% 11.7% 11.2% 10.7% 10.8% 
Time-weighted return on market value 13.0% 23.6% 11.0% 15.7% 33.1% 
Unaudited figures 
*The amount shown for each year as at December 31 is cumulative 
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FIVE YEAR REVIEW OF SELECTED DATA 


1986 1985 1984 1983 1982 


*Employers 
Municipalities 507 504 493 490 491 
School boards 132 133 133 133 129 
Other local boards 430 426 426 423 422 


1,069 1,063 1,052 1,046 1,042 


*Members contributing, employed by 


Municipalities Hl. OS: 69,469 67,024 65,588 64,510 
School boards 36,158 34,568 SoS) 32936 32,027 
Other local boards 32,259 31,061 30,168 29,725 29,584 


140,120 135,098 130,445 127,849 126,121 


*Members contributing 
Female 56,252 52,880 50,005 48,287 46,924 
Male 83,868 82,218 80,440 79,562 79,197 


140,120. 135,098 130,445 127,849 126,071 


*Normal retirement age 65 122,952 116,937 112,704 110,343 108,855 
*Normal retirement age 60 17,168 18,161 17,741 17,506 17,266 


140,120 135,098 130,445 127,849 126,121 


*Terminated members who have 


elected a deferred pension 3,688 3,805 3,786 il 3,710 
*Number of pensioners by type of pension 

Normal retirement 17,291 16,358 15,218 14,386 13,442 

Early retirement 6,611 Sif WS, 4,841 4,034 3,341 

Disability retirement 1,940 1,843 1,705 1,603 1,473 

Spouses and children 7,498 6,961 6,387 5,590 5,031 


33,340 30,881 28,151 25,613 23,287 


*Total membership comprising 
Contributing members, deferred 


pensions and pensioners 177,148 169,784 162,382 157,183 153,118 
Number of members enrolled each year 15,563 14,694 11,436 9901 11,764 
Number of members terminated each year 10,541 10,041 8,840 8,173 8,680 
Net increases in membership 5,022 4,653 2,596 1,728 3,084 
Unaudited figures 


*Cumulative totals at year-end 
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OFFICERS AND DIRECTORS 


ONTARIO MUNICIPAL EMPLOYEES 
RETIREMENT BOARD 
as at December 31, 1986 


Mt. S. P. Dobbin, Chairman, 
Stationary Engineer, 
Toronto Board of Education 


Mr. E. W. Matthews, Vice-Chairman, 
Member, Lower Trent 
Conservation Authority 


Mr. T. D. Allan, 
Police Officer, Durham Regional Police Force 


Mr. C. M. Beckstead, 
Chief Administative Officer, City of Nepean 
Mr. C. R. Bernardi, 


Director of Personnel and Labour Relations, 


City of Sault Ste. Marie 
Mr. P.R. Burke, 
Firefighter, City of Windsor 
Mrs. O. V. Dryden, 


Commissioner — Public Utilities Commission 


City of London 
Miss D. FE. Graber, 


Administrative Supervisor, Department of Roads and 
Traffic, Municipality of Metropolitan Toronto 


Mr. D. S. McColl, 
Assistant Deputy Minister, 
Ministry of Treasury and Economics 


Mr. A.J. Roberts, 
Consumer Relations Representative, 
St. Catharines Hydro Electric Commission 


SENIOR STAFF 
Mr. A. W. Reeve, 


Executive Director 


Mr. P. L. Baxter, 


Director of Investments 


Mr. A. Trafford, 


Director of Pension Administration 


Mr. C. Massouras, 
Director of Finance and Administration 


INVESTMENT POLICY COMMITTEE 
OF THE BOARD 
as at December 31, 1986 


Mr. R. M. MacIntosh, Chairman, 
Canadian Banker’s Association 


Mr. J.C. C. Wansborough, Vice-Chairman, 
The National Victoria and 
Grey Trust Company 


Mr. H. M. Cunningham, 
Cockfield, Cooper, Cunningham 


Investment Counsel Inc. 


Mr. N. J. Short, 
Guardian Capital Group Limited 


Mr. S. P. Dobbin, 
Chairman of the Board 


Mr. C. M. Beckstead, 
Member of the Board 


Mr. E. W. Matthews, 
Member of the Board 


Mr. A. W. Reeve, 


Executive Director 


Mr. P. L. Baxter, 


Director of Investments 


ADVISORS TO THE BOARD 


Mr. M.J. K. Brown, FIA. 
The Wyatt Company, Actuary 


Dr. Alexander Roberts, 
Medical Advisor 


Mr. Maurice Coombs, 
Osler, Hoskin & Harcourt, Legal Advisor 


Coopers & Lybrand 
Auditors 


ONTARIO MUNICIPAL 
EMPLOYEES RETIREMENT BOARD 
One University Avenue, Suite 1000 
Toronto, Ontario M5] 2P1 

(416) 369-2400 
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ONTARIO MUNICIPAL EMPLOYEES RETIREMENT SYSTEM 


Established in 1962 by an Act of the Ontario Legislature, 
the Ontario Municipal Employees Retirement System is 
a pension fund serving a diversified membership of 
employees of local government. 

In addition to 1,098 municipalities, local boards and 
schoolboards, OMERS also manages the pension plans 
of Ryerson Polytechnical Institute and the Colleges 
of Applied Arts and Technology on a management 
fee basis. 

OMERS is financed by equal contributions from 
member municipalities and their employees. To meet its 
obligations to present and future members, OMERS 
must invest their funds and reinvest the returns 
prudently and effectively. 

OMERS is a contributory defined benefit plan, but ad 
hoc increases and improvements to retirement benefits 
have been made over the years without any increase in 
member and employer contribution levels. These improve- 
ments to the pension benefits were made possible by 


sound and stable financial planning and because of the 
strong investment performance of the OMERS Fund. 
The OMERS Fund currently is invested in a widely 
diversified portfolio of capital market investments includ- 
ing equities, bonds, short-term money market securities, 
mortgages, real estate, term loans and venture capital. 
OMERS is managed by a Board whose members are 
appointed by the Lieutenant Governor in Council on the 
recommendation of the Minister of Municipal Affairs of 
Ontario. The majority of the members of the Board are 
employees of local governments contributing to the Plan. 
Other members are elected or appointed officials of 
municipalities and local boards of municipalities and 
one member is a provincial official. Thus OMERS is 
managed by and for local government employees and 
employers with the sole and dedicated purpose of provid- 
ing an appropriate and uniform retirement income at 
stable and reasonable contribution rates. 
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Chairman’s Report 


SU 
PENSION REFORM SPARKS SWEEPING CHANGES 


OMERS faced one of the greatest challenges in its 
history in 1988 as we began to implement the sweeping 
changes sparked by pension reform. 

The revised Ontario Pension Benefits Act 1987 
introduced major and positive changes to OMERS bene- 
fits. But change has its costs, and pension reform has 
introduced greater complexity into pension plans. !mple- 
mentation has, therefore, posed enormous challenges, 
because all aspects of OMERS operations were affected 
— from pension administration to investment strategies, 
from systems to communications with members. 

The new requirements and compliance standards have 
meant extensive modification of all OMERS systems 
and procedures. This process is well underway and will 
continue into 1989. 

Members can be assured of the commitment of the 
OMERS Board and all our employees to making the 
transition as smooth as possible. But given the magni- 
tude of change to our system and operations, new 
complexities and additional reporting requirements, 
there may be occasional delays over the next year or two 
in our response time. We ask for your patience. 

There will certainly be higher administrative costs — 
we need major additions to staff and computer systems 
in order to accommodate pension reform. 

Furthermore the OMERS investment policy must be 
revised to accommodate the new “prudent person” rule 
which states that the Board as administrator of a pension 
fund shall exercise the care, diligence and skill in the 
administration and investment of a pension fund that a 
person of ordinary prudence would exercise in dealing 
with the property of another person. To comply with this 
rule we are revising our statement of investment policies 
and goals for the plan, revising the investment asset mix 
and appointing additional external managers to handle 
investments. The asset mix change is being designed to 
earn higher returns in the long run as we work to help 
meet the expected higher cost of legislated indexation. 
Increased use of external managers will help us deal with 
the accelerating expansion of the investment portfolio 
in a prudent fashion. 


While dealing with the impact of pension reform in 
1988, OMERS continued to provide a high level of 
service to the pensioners and members. Highlights of 
the year include: 


© OMERS’ net assets increased 15.4% from 
$8,132 billion to $9.385 billion; 


¢ Contributing members increased to 160,853, and 
pensioners increased to 38,780; 


e Pension contributions increased by 10% to $549 million; 


e OMERS total return on market value of the fund was 
12.1% for the year, compared with an outside perfor- 
mance measurement firm’s median balanced pension 
fund return of 10.4%; 


e Total investment income, including unrealized 
annualized capital gains, improved once again, although 
there was a decline in realized investment income 
reflecting the following factors: an unusually high level 
of capital gains was realized in 1987 due to the timely 
sale of stocks prior to the October stock market decline, 
and a lower than usual proportion of capital gains was 
realized in 1988 as OMERS switched to a buying 
mode in stocks to meet our new targets for equity 
investments in the asset mix; 


¢ Pensions were once again increased by 4.2%, reflecting 
growth of the consumer price index; 


e Pension reform changes were implemented. 


As we look ahead, further changes and challenges are in 
store — including implementation of the indexing por- 
tion of pension reform, and pending federal tax reform. 

Please be assured of our continued commitment to 
meeting the challenges on your behalf. 


NBD CELL 


PR. Burke, Chairman 
April 21, 1989. 


Pension Program 


MEETING THE CHALLENGE OF PENSION REFORM 


Through 1988, the OMERS Pension Division continued 
the demanding work of implementing the changes 
required by the revised Pension Benefits Act of 

Ontario, 1987. 

This process began in 1987, with the increase in 
survivors’ benefits from 50% to 60%, and with an 
increase in the rate of interest credited to pension 
refunds, Also in 1987, OMERS began the process of 
upgrading the Pension Administration System to accom- 
modate the many changes required for automated bene- 
fit processing so as to cope with the complexities and 
demands of pension reform. 
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In 1988 the balance of the pension changes required 
by the Pension Benefits Act, 1987 were implemented. 
These included: 


e Contributions made after 1986 are now locked-in after 
two years of membership; 


e Interest on member contributions now equals the 
average of five-year fixed term chartered bank deposit 
rates — 7.17% in 1988; 


¢ Membership eligibility was extended to new classes of 
part-time employees; 


¢ The 50% rule was introduced — for the portion of 
pensions earned after 1986, employer contributions 
must cover at least 50% of the cost: 


¢ Upon termination a member may transfer the 
commuted value of the earned pension to a locked-in 
Registered Retirement Savings Plan or another 
pension plan; 


e New pre-retirement death benefits were introduced; 


e Changes were made to the definition of common-law 
spouse. 


During 1988 OMERS pensions were increased by 4.2%, 
equal to the annual rate of inflation for the previous year. 
A one-time ad hoc catch-up was granted bringing bene- 
fits up to at least 60% of the consumer price increase 
since these benefits began. 

The changes driven by pension reform placed a heavy 
demand on administration of the System. All proce- 
dures, systems and forms, including claims, quotations 
and member statements, had to be revamped. The old 
system, built around many claim forms with numerous 
manual steps, was replaced with an integrated 
computer-based system. 

Automation has made it possible to deal with the 
complexities of pension reform, but there is still con- 
siderable development in store before the system is 
running smoothly and all information is processed in 
a timely fashion. 

Pension reform placed a heavy demand on OMERS 
communications resources during 1988. There was 
extensive revision of most communication materials, 
including member and pensioner handbooks, the 
OMERS Act and Regulations, the slide show and pre- 
retirement planning seminar materials. It also required a 
great deal of extra effort on the part of Pension Division 
staff to communicate pension reform changes through 
the OMERS Update and employer letters, as well as 
direct contact with members through telephone calls 
and personal letters. 

The OMERS 1988 actuarial valuation, prepared by 
The Wyatt Company, indicates that the current financial 
position of the Fund and current contribution levels are 
more than sufficient to provide for the OMERS plan 
benefits at their current level, including all changes 
resulting to date from pension reform, but not neces- 
sarily including a contractual inflation provision (i.e. a 
provision for indexing) as will be required in the future. 


($ millions) As at January | 

Actuarial valuation results 1988 1987 
Actuarial assets $8,249.7 $7,068.4 
Actuarial liabilities 7,719.3 6,466.7 


Funding excess $ 530.4 $ 601.7 


As valued by the actuary 


The results of the January 1988 valuation include 
the costs of pension reform and other improvements to 


date, estimated at $300 million. 
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As shown in the chart, the OMERS plan continues to 
have a reasonable funding excess. This fact, attributable 
to continuing better than-expected investment perfor 
mance, permitted another ad hoc increase to pensions 
during the year of 4.2%, equal to the full increase in 
inflation, for the fourth consecutive year. This resulted in 
additional liabilities of $81.4 million which were funded 
out of the funding excess reducing this amount to 
$449.0 million. 

The Pension Division also manages the pension plans 
of Ryerson Polytechnical Institute and of the Ontario 
Colleges of Applied Arts and Technology (CAAT), 
pursuant to Section 16 of the OMERS Act. The net 
asset market value of these two funds has now reached 


$104.5 million and $1,122.2 million respectively. The 
Ryerson plan now has 1,370 members, and 200 pension- 
ers who received benefits of $1.4 million in 1988. The 
CAAT plan has 17,451 members, and 2,153 pensioners 
who received $12.1 million in 1988. 
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The number of participants has continued to grow since inception. 


MEMBER CLASSIFICATION BY AGE GROUPING 
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Investment Program 


INVESTING FOR THE FUTURE 


For the Investment Division, the two major challenges 

emerging from pension reform are: 

e to ensure that returns on the fund’s investments grow 
sufficiently to cover expanding liabilities relating to 
future benefits; 

¢ complying with new regulations in the Pension 
Benefits Act — including the application of the pru- 
dent person rule, substantial revision of our Statement 
of Investment Policies and Goals, new reporting and 
disclosure requirements, and annual review of the 
policy statement. 

The Division made considerable progress in these areas 

during an extraordinarily busy year. One of the major 

accomplishments of 1988 was completion of a thorough 
review of asset mix alternatives to meet OMERS’ pro- 
jected liabilities for the future, and the development of 
new long-term asset mix targets. These targets, which 
have been approved by the Board, are as follows: 

© 30% fixed income investments (including short-term); 

e 55% equities (including special situations); 

¢ up to 15% real estate properties. 

These new targets mean that we are increasing the 

emphasis on the equities and real estate portions of the 

fund. In addition to increasing the prospect of consis- 
tently higher returns, this shift should also make the 
fund more responsive to inflation and the resulting 
implications of indexation. 

While these changes were being addressed, the 
OMERS Fund had another strong year in 1988. After 
adjustments for net contributions and income, the Fund 
reported an overall return of 12.1% for the year, versus 
5.8% in 1987. This return compares favourably with the 
SEI median return of 10.4% for balanced pension funds. 

As you will see from the chart, investment income 
declined somewhat — but only because the 1987 figure 
was disproportionately high as it included large realized 
capital gains taken prior to the October 1987 stock crash. 
That crash had created a climate of uncertainty about 


the future, with many forecasters projecting an economic 


downturn in 1988. In fact, the year was one of pleasant 

surprises from an economic perspective: 

¢ because of our new objectives OMERS invested 
heavily in stocks during 1988 and was able to take 
advantage of the market upswing; 
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* Investment income includes cashincome from interest, 
dividends etc., plus gains realized upon sale of securities. 
It pertains to OMERS fund only and does not include 
income from other plans managed by OMERS. 


e the Canadian economy grew an estimated 4% in real 
terms, matching its 1987 growth pace; 

¢ 275,000 new (mostly full-time) jobs were created in 
Canada, lowering unemployment to 7.6% of the 
workforce from 8.1% at the beginning of the year; 

¢ consumer price-inflation remained under relative 
control, easing to 4.1% (4.4% in 1987) despite 
increasingly tight labour markets and high levels of 
industrial activity. 

Interest rates rose, however, particularly on short-term 

funds (the Canadian prime rate rose 2-1/2 percentage 

points). 

Internationally, the major industrialized countries 
experienced similarly healthy rates of growth, with rela- 
tively low inflation. As a result, there was an expansion 
of global trade, despite ongoing international disputes. 

For the year ahead, the economic environment is 
somewhat uncertain. However, OMERS policy of a 
broadly-diversified Fund among many investment cate- 
gories affords a good measure of protection against 
changes in the economy — and good prospects for 
meeting the long-term challenges of pension reform. 
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Equities includes Canadian equities, foreign equities, special 
situations and mutual funds. 


Fixed income includes bonds, debentures, mortgages, term 
loans and short-term. 


1988 Investment Highlights 


RECORD EQUITY PURCHASES 


Equities 

Having completed a major review of its future liabilities, 
OMERS decided to increase its equity ratio in 1988 and 
accordingly invested an unprecedented $950 million in 
equities during the year (including a record $462 mil- 
lion in the fourth quarter). This, together with the 
market increase in 1988, raised marketable equities to 
$4.4 billion or 42.7% of total assets compared with 

$3.1 billion or 34.9% at the end of 1987. During 1988, 
total realized capital gains from equities amounted to 
$74 million — compared to the record $258 million 

in 1987. 

The return on Canadian equity investments was 
17.1% during the year, compared with 10.8% for the 
Toronto Stock Exchange 300 Composite Total Return 
Index and 13.3% for the median fund measured by 
SEI Fund Evaluation Services. 

During the last five years the return on Canadian 
equity investments was 10.6% compared with 9.9% for 
the median fund. Foreign equity returns were a more 
modest 7.0% in 1988, although over five years those 
returns have been much more attractive at 14.4% com- 
pared with the median of 14.0%. Over long periods of 
time (20 years plus) it is expected that equities will 
produce higher returns than fixed income assets and 
will provide a better match for the Fund’s long term 
liability structure. 


Bonds 
We were able to take advantage of an inverted yield curve 
(higher short-term than long-term rates) and reduced 
the average term of our bond portfolio from 8.7 to 
7.1 years, while at the same time increasing our average 
yield from 10.5% to 11.0%. In the process, OMERS 
realized almost $20 million in capital gains and earned 
a total return of 10.7%, exceeding the ScotiaMcLeod 
Universe return by 0.5%. Over the last five years our 
bond return was 13.2% compared with 12.9% for the 
median bond fund. 

As we now have 30% of the bond portfolio, or 
$600 million, maturing within two years, this should help 
to ease the transition to a heavier proportion of equity 
and real estate in the asset mix. 


Mortgages 

As at December 31, 1988, the market value of the 
funded portfolio exceeded $1.9 billion, showing an 
unrealized market gain of $38 million. The portfolio’s 
time-weighted rate of return on market value for 1988 
was 10.2% and averaged 13.1% over the most recent five 
year period. The quality of the portfolio remains very 
high, with loans 90 days or more in arrears representing 
a mere 0.3% of the total invested portfolio. 


Term Loans 

In 1988, the Term Lending portfolio increased in size 
from $215 million at the end of 1987 to $248 million by 
year end 1988. The portfolio’s rate of return was 10.9% 
for one year ended December 31, 1988 and 14.2% over 
the last five years. 

The quality of the loan portfolio, which provides term 
financing to small to medium sized Canadian corpora- 
tions, remains high resulting in continued expectations 
of good investment returns and security. 


Special Situations 

This portfolio represents investments into venture 
capital, oil and gas properties, and private placements 
into equities of corporations providing the Fund with 
opportunities for superior long term returns. 

In 1988, the portfolio increased in size from $244 to 
$267 million. This net increase resulted from new invest- 
ments during the year of $43.5 million, less $16.2 million 
in return of capital and sales of investments, notably our 
position in ONEX Food Services Inc. 

Overall, the rate of return on the Special Situations 
portfolio was 7.7% for one year ended December 31, 
1988 and 9.9% over the last five years. 


Real Estate 
In 1988, the Real Estate portfolio increased in size from 
approximately $367 million at the end of 1987 to 


$482 million by year end 1988. This increase is due 
primarily to the acquisition of two properties: the 
Honeywell Centre in North York (acquired in February), 
and the purchase from BCE Developments in August of 
a 40% interest in Phase 1 of BCE Place — the Canada 
Trust Tower — in the financial core of downtown Toronto 
at Bay and Front Streets. 

The total return for the real estate portfolio for the year 
ended December 31, 1988 was 16.0%, and 10.6% over 
the last five years. 

During the early phase of developing income- 
producing real estate, the returns can be held back, 
but as the properties are leased, returns are enhanced. 
In 1988, this factor helped contribute to the improved 
total return. 


Total Returns 

The following chart shows the total returns by major 
asset class as at December 31, 1987 and 1988 and also 
over the five year period from 1984 to 1988. 


Total Return* 
1988 1987 1984-1988 
% % % 
Ontario debentures 10.6 4.0 14.4 
Marketable bonds 10.7 4.5 ie 
Mortgages 10.2 9.6 13.1 
Term loans 10.9 14.0 14.2 
Canadian stocks 17.1 43 10.6 
Foreign stocks 7.0 (2.4) 14.0 
Special situations Te GES) 99 
Real estate 16.0 10.2 10.6 
Total fund 12.1 5.8 12.9 


*Including unrealized gains or losses. 


Finance and Administration 


HANDLING THE COSTS OF CHANGE 


As indicated in the Chairman’s Report, no area of 
OMERS is untouched by pension reform. New chal- 
lenges facing the Finance and Administration Division 
relate to fulfilling its mandate of ensuring cost-efficient 
operations consistent with providing employers, mem- 
bers and pensioners with a high level of service while 
ensuring that the systems, personnel and resources 

are in place to support timely implementation of the 
new requirements. 

Last year we mentioned that pension reform has its 
costs. After the first year of implementation, the scope 
of additional costs has become apparent. Administrative 
expenses are up 27% over 1987, and a substantial portion 
of the increase was due to pension reform: 


e Personnel costs were up by almost 25% reflecting the 
addition of 23 new staffing positions, including 4 for 
systems development, 13 in the benefits administration 
area, 1 in the investment area, 3 in the finance area, 
and 2 for member communications, to meet the new 
requirements. By year end, OMERS’ staff totalled 169; 


e Expenditures for materials and supplies almost doubled 
largely reflecting the required replacement of all forms, 
statements, handbooks and related materials required 
under the Pension Benefits Act; 


© Professional services increased, reflecting increased 
cost of the actuarial valuation, the increased complex- 
ity of accounting for the Fund, the implementation of 
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1988 ADMINISTRATIVE EXPENDITURES 
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the internal audit function, and the additional cost of 

actuarial projects as follows: 

® re-examining investment assumptions and rate 
changes; 

¢ legislative changes due to pension reform; 

¢ proposed legislative changes due to tax reform; 

© new type 6 supplementary benefits for councillors, 

e costing for a different approach to buy backs. 


Because of the extra costs generated by pension reform, 
the Board authorized the pension administrative expen- 
diture guideline to increase from 1.0% to 1.5% of all 
pension contributions. The guideline to cover investment 
administrative expenditures remained unchanged at 
1/10 of 1% of the amortized cost of capital market 
securities. In 1988, OMERS administrative expenses 
were well within these guidelines. OMERS also receives 
compensation from the Managed Plans as an offset to 
these expenses. 

However, administrative costs will continue to rise as 
Federal and Provincial legislation increases the complex- 
ity of OMERS operations. Pension reform has not yet 
reached its full impact while the implementation of tax 
reform is pending (designed to provide equal treatment 
to taxpayers with or without pension plans). 

OMERS continues to pursue its objectives of strictly 
controlling costs and improving productivity to minimize 
the impact on expenditures of the sweeping changes that 
are underway. 


Ontario Municipal Employees Retirement Fund 


CONSOLIDATED STATEMENT OF NET ASSETS 


December 31 (000’s) 1988 1987 
(as restated, 
note 1) 
ASSETS 

Investments (notes | and 2) $10,407,775 $8,980,243 
Long term receivables (note 3) 146,265 153,693 
Fixed assets (note 4) 1,349 603 
Contributions receivable 47,320 50,763 
Accrued income 153,842 102,317 
10,756,551 9,287,619 

LIABILITIES 
Due to administered pension funds (notes 1 and 5) 1,222,153 1,040,297 
Provision for unreduced early retirement benefits (note 6) 117,081 98,554 
Accounts payable and accrued liabilities 32,575 16,896 
1,371,809 IS Se 747, 
NET ASSETS (notes | and 7) $ 9,384,742 $8,131,872 


Signed on behalf of the Board 


Ab bla 


Member 


BOLE OC 


Member 


CONSOLIDATED STATEMENT OF CHANGES IN NET ASSETS 


Year ended December 31 (000’s) 1988 1987 
(as restated, 
note 1) 
INCREASES IN NET ASSETS 
Contributions (note 8) $ 545,551 $ 531,072 
Investment income (note 9) 715,598 828,359 
Unrealized market appreciation (depreciation) 
of investments (note 1) 248,823 (421,868) 
1,509,972 937,563 
DECREASES IN NET ASSETS 
Benefits (note 10) 242,564 205,490 
Administrative expenditures (note 11) 14,538 11302 
257,102 216,792 
INCREASE IN NET ASSETS 1,252,870 720,771 
Net assets at beginning of year 8,131,872 7,411,101 
NET ASSETS AT END OF YEAR $9,384,742 $8,131,872 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


Year ended December 31, 1988 (000’s) 


GENERAL 
The Ontario Municipal Employees Retirement System (“OMERS”’) is registered under the Pension Benefits Act of 
Ontario, Registration #C006725. 


SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 


Consolidation 
Certain of the Fund’s term loan, real estate and special situation investments are held by wholly owned subsidiaries. 
The consolidated financial statements include the accounts of the Fund and all subsidiairies. 


Investments 
Investments are stated at market value and are recorded as of the trade date. Market value is determined using listed 
market values where available. Where listed market values are not available, estimated values are calculated by 
discounting cash flows based on market yields, using cyclical real estate appraisals, or comparative securities. 

Gains and losses on disposal of investments are credited or charged to investment income. Investment income 
from investments is recorded on the accrual basis. 


Contributions 
Member and employer contributions received subsequent to the year-end, but which are applicable to the current 
year, are recorded as receivable. 


Benefits 
Payments for benefits are recorded in the year in which such paymenis are made. 


Fixed Assets 
Computer equipment is recorded at cost and is depreciated on a straight-line basis over five years. 


1. CHANGE IN ACCOUNTING POLICY 
In 1988, the Fund changed its method of valuing investments from cost to market value. The change has been 
applied retroactively and accordingly the consolidated statement of net assets at December 31, 1987 and 
consolidated statement of changes in net assets for the year then ended have been restated. 

As a result of this change, investments have been increased by $599,217 (1987 — $316,374). This has been 
allocated to amounts due to administered pension funds (1988 — $70,282: 1987 — $36,262) and net assets (1988 — 
$528,935: 1987 — $280,112; 1986 — $701,980). Unrealized market appreciation of $248,823 (1987 — depreciation, 
$421,868) has been reflected in the statement of changes in net assets. 


2. INVESTMENTS 


1988 1987 

Market Value Cost Market Value Cost 

Cash and short term deposits $ 251,031 $ 251,031 $ 576,881 $ 576,881 
Canadian bonds and debentures 2,812,887 2,966,225 2,692,549 2,821,943 
Term loans 247,525 247,649 215,305 DPS 
Mortgages 1,906,507 1,863,219 1,751,299 1,691,309 
Canadian equities 3,431,066 2,936,588 2,365,768 AMEN BVA? 
Non-Canadian equities 772,192 697,535 599,156 525,813 
Mutual funds 237,411 195,451 168,831 128,070 
Real estate 320,099 266,745 198,040 175,315 
Real estate debentures 161,590 124,993 168,869 145,574 
Venture capital 94,576 94,443 95,059 88,068 
Resource properties 70,615 70,237 57,668 57,668 
Private placements 102,276 94,442 90,818 89,161 
$10,407,775 $9,808,558 $8,980,243 $8,663,869 


Canadian bonds and debentures include Province of Ontario debentures having a cost of $1,293,025 (1987 — 
$1,293,025), bearing a weighted average interest rate of 9.07% and maturing at various dates beginning on 
December 31, 1993 through December 31, 2006. 

At December 31, the Fund held individual investments whose market or cost value exceeded 1% of the market 
or cost value of investments in total: 


1988 Aggregate 
Number of 
Investments Market Value Cost 
Mortgages 1 $104,039 $105,000 
Canadian equities 3 337,769 226,637 
Real estate acquired during the year ] 111,673 111,673 
$553,481 $443,310 


LONG TERM RECEIVABLES 

Under the terms of The Ontario Municipal Employees Retirement System Act certain participating employers have 
entered into agreements with the Board for the provision of supplementary benefits for past service. Each employer 
is responsible, individually, for the funding of such benefits based on separate actuarial valuations. Amounts due 
from employers in respect of these agreements are recorded as long term receivables to be paid, with interest, over a 
period not to exceed fifteen years. 


FIXED ASSETS 
1988 1987 
Accumulated 
Cost depreciation Net Net 
Computer equipment $2,404 $1,055 $1,349 $603 


DUE TO ADMINISTERED PENSION FUNDS 

The administered pension funds which form part of the Fund, are administered on behalf of the Ontario Council of 
Regents for Colleges of Applied Arts and Technology, the Ryerson Polytechnical Institute, and the Minister of 
Energy for the Province of Ontario (The Ontario Hydro Guarantee Fund) and are credited with amounts based 
upon their proportionate share of the investments of the Fund, at market value. The Ontario Municipal Employees 
Retirement Board is authorized under the terms of the various management agreements to recover its expenses for 
administering the aforementioned plans. 


PROVISION FOR UNREDUCED EARLY RETIREMENT BENEFITS 
Certain participating employers have entered into agreements with the Board for provision of unreduced early 
retirement benefits in addition to those provided by OMERS. Funding is provided by additional contributions. An 
actuarial valuation is performed every three years. Where actuarial liabilities exceed actuarial assets for individual 
groups a series of special payments has been established to eliminate the deficiency. 

The most recent actuarial valuation was performed at January 1, 1987. On an overall basis the actuarial assets 
exceeded the actuarial liabilities for the participating groups. 


NET ASSETS 

The Fund is maintained for the payment of pensions to retired members or their beneficiaries and the future 
payment of pensions and benefits to contributing members and to terminated members who have elected a 
deferred pension. 

The latest actuarial valuation of the System as at January 1, 1988 determined the total actuarial liabilities of the 
System to be $7,719,310 using the unit credit actuarial cost method. The actuarially adjusted book value of 
accumulated assets at that date was $8,249,718 resulting in a funding excess of $530,408. 

The results of the actuarial valuation indicate that the existing levels of member and employer contributions are 
sufficient to meet the normal actuarial cost of benefits earned during 1988. Further, the System was fully funded at 
December 31, 1988. 
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CONTRIBUTIONS 


1988 1987 
Members $263,023 $238,902 
Employers, current service 262,049 238,049 
Employers, repayment of long term receivables (note 3) 19,574 51,649 
Unreduced early retirement benefits (note 6) 905 2,472 
$545,551 $531,072 
INVESTMENT INCOME 
1988 1987 
Short term deposits $ 57,322 $ 23,907 
Canadian bonds and debentures 287,787 276,652 
Term loans 27,182 19,455 
Mortgages 191,143 182,122 
Canadian equities 95,742 77,052 
Non-Canadian equities 14,938 15,360 
Mutual funds 18,717 36,743 
Real estate 14,604 7,958 
Real estate debentures 9,414 10,571 
Venture capital 306 2,116 
Resource properties 3,053 yz 
Private placements 4,459 2,149 
724,667 655,817 
Realized capital gains 101,380 291,589 
826,047 947,406 
Less income credited to: 
Administered pension funds (95,775) (108,422) 
Provision for unreduced early retirement benefits (14,674) (10,625) 
$715,598 $828,359 
BENEFITS 
1988 1987 
Members’ pensions $208,366 $165,383 
Members’ contributions plus interest refunded 31,321 36,337 
Transfers to other pension plans 2,877 3,770 
$242,564 $205,490 


11. ADMINISTRATIVE EXPENDITURES 


1988 1987 

Personnel services $ 7,829 $ 6,391 
Transportation and communication 716 563 
Audit services 202 67 
Legal services 129 394 
Other professional services 1,254 734 
Other purchased services 3,113 2,632 
Materials and supplies 2,044 1,194 
15,287 SHS) 

Less: Management fees from administered pension funds 749 673 
$14,538 $11,302 


12. COMMITMENTS 
Total investment commitments outstanding at December 31, 1988 amounted to approximately $353 million of 
which $175 million relates to mortgages, $105 million to real estate, $17 million to term loans and the remaining $56 
million to venture capital and private placements. 


13. COMPARATIVE FIGURES 
Certain comparative figures for 1987 have been restated to conform with the financial statement presentation 
adopted for 1988. 


RESPONSIBILITY FOR FINANCIAL STATEMENTS 


The financial statements of the Ontario Municipal Employees Retirement Fund are the responsibility of management 
and have been approved by the OMERS Board. 

These financial statements have been prepared by management in accordance with generally accepted accounting 
principles and the Pension Benefits Act of Ontario. Financial information used elsewhere in the Annual Report is 
consistent with that in the financial statements. 

In fulfilling its responsibilities, management has developed and is maintaining a system of internal accounting controls 
designed to ensure that financial records are reliable and that assets are safeguarded. 

These financial statements have been examined by OMERS’ auditors, Thorne Ernst & Whinney, Chartered 
Accountants, and their unqualified report is presented herein. 

Asa pension fund, OMERS also reports the actuarial value of assets and liabilities. This valuation is conducted by The 
Wyatt Company, an actuarial firm, in accordance with generally accepted actuarial principles. Their report also follows. 


Met heres 


A.W. Reeve, Executive Director. 
Toronto, Canada 
April 21, 1989 
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AUDITORS’ REPORT TO THE ONTARIO MUNICIPAL EMPLOYEES RETIREMENT BOARD 


We have examined the consolidated statement of net assets of the Ontario Municipal Employees Retirement Fund as at 
December 31, 1988 and the consolidated statement of changes in net assets for the year then ended. Our examination 
was made in accordance with generally accepted auditing standards, and accordingly included such tests and other 
procedures as we considered necessary in the circumstances. 

In our opinion, these consolidated financial statements present fairly the financial position of the Fund as at 
December 31, 1988 and the results of its operations for the year then ended in accordance with generally accepted 
accounting principles applied, after giving retroactive effect to the change in valuation of investments as described in 
note 1, on a basis consistent with that of the preceding year. 

The consolidated financial statements for the preceding year were examined by other chartered accountants. 


Wee ey Wheenresg 


Chartered Accountants 
Toronto, Canada 
April 21, 1989 


ACTUARIAL COST CERTIFICATE AS AT DECEMBER 31], 1988 
FOR THE ONTARIO MUNICIPAL EMPLOYEES RETIREMENT BOARD 


The most recent actuarial valuation of the Ontario Municipal Employees Retirement System was conducted as at 
January 1, 1988 using the Unit Credit Actuarial Cost Method, with projection of earnings. Our valuation conformed with 
the Recommendations for the Valuation of Pension Plans adopted by the Canadian Institute of Actuaries. 

The results of the actuarial valuation disclosed total actuarial liabilities of $7,719.310 million in respect of benefits 
accrued for service prior to January 1, 1988. The actuarial assets at that date were $8,249.718 million indicating an 
actuarial surplus or funding excess of $530.408 million. 

The results of the actuarial valuation also indicated that the existing levels of employee and employer contributions 
are sufficient to meet the normal actuarial cost of benefits to be earned each calendar year until the next actuarial 
valuation is performed. 

We have considered the likely development of the actuarial liabilities during 1988 taking into account the 
amendments made to the Plan up to December 31, 1988. Further, we have calculated the actuarial assets at 
December 31, 1988. 

We are of the opinion, in accordance with generally accepted actuarial principles, that the assets of the Fund at 
December 31, 1988 are sufficient to meet all the liabilities of the Plan in respect of services rendered by members up 
to that date. 


Respectfully submitted 
THE WYATT COMPANY 


MARTIN J.K. BROWN, 
Fellow, Canadian Institute of Actuaries 
April 21, 1989 


Ontario Municipal Employees Retirement Fund 


OMERS CONSOLIDATED INVESTMENT FUND ASSETS 


Market Value 
As at December 31 (000’s) 1988 1987 
Debt investments 
Cash — current accounts $ 5,114 $ 6,050 
Short term investments 245,917 570,831 
Total cash & short term $ 251,031 $ 576,881 
Ontario debentures $ 1,162,425 $1,160,888 
Marketable bonds 
Government of Canada $ 445,961 $ 406,763 
Provincial 536,840 459.692 
Municipal 27,270 29,307 
Corporate 131,112 153,901 
Eurodollar/Index linked 31,616 34,751 
Mid term notes 477,663 447,247 
Total marketable bonds $ 1,650,462 $1,531,661 
Term loans SmecAieoeS Se 2iSs305 
Mortgages 
Residential insured — NHA $ 1,277,943 $1,265,609 
Commercial — uninsured 448,740 404,622 
Bonds 179,824 79,425 
Real estate 0 1,643 
Total mortgage investments $ 1,906,507 $1,751,299 
Total debt investments $ 5,217,950 $5,236,034 


Market Value 


As at December 31 (000’s) 1988 1987 
Equity investments 
Stocks 
Canadian — direct — core $ 3,273,332 $2,215,302 
— growth 107,120 107,682 
— managed 117,424 83,322 
Foreign — direct 580,712 417,990 
— managed 362,081 309,459 
Total stocks $ 4,440,669 $3,133,755 
Special situations 
Private placements 102,276 90,818 
Venture capital 94,576 95,059 
Resource investments 70,615 57,668 
267,467 243,545 
Total equity $ 4,708,136 $3,377,300 
Real estate investments 
Shares $ 43,305 $ 34,682 
Fund units 21,005 18,373 
Land and buildings 292,435 172,159 
Participating bonds 123,314 19720 
Notes receivable 1,630 1,974 
Total real estate $ 481,689 $ 366,909 
Total equity and real estate $ 5,189,825 $3,744,209 
Total market fund $10,407,775 $8,980,243 


A more detailed list of investments may be obtained upon request. 


The broad investment policy of the Board and the distribution of assets of the Investment Fund at year end 


is as follows: 
% Policy Range % Invested 
Class of Assets New Previous Cost Market 
Debt Investments 
Short term 3 2 
Ontario Debentures 13 ll 
Bonds 17 16 
Term Loans y » 
Mortgages 19 19 
Total Debt 30 50 54 50 
Equity Investments 
Canadian Stocks 30 33 
Foreign Stocks 9 2 
Special Situations 3 3 
Total Equity 5) 45 42 45 
Real Estate Investments WS} 5 4 5 
Total Equity & Real Estate 70 50 46 50 
Total Investment Fund 100 100 100 100 


FIVE YEAR REVIEW OF FINANCIAL DATA 


(000) 1988 1987 1986 1985 1984 
*Investments at cost 
Provincial debentures $ 1,293,025 $1,293,025 $1,293,025 $1,293,025 $1,293,025 
Marketable securities 8,515,533 7,370,844 6,120,540 4.980,987 3,988,824 
$ 9,808,558 $8,663,869 $7,413,565 $6,274,012 $5,281,849 
*Provision for 
OMERS plan benefits $ 8,855,808 $7,851,760 $6,709,121 $5,706,521 $4,814,414 
Unreduced early retirement benefits 117,081 98,554 86,867 76,579 66,875 
Administered pension funds 1,151,871 1,004,035 846,818 713,283 597,789 
$10,124,760 $8,954,349 $7,642,806 $6,496,383 $5,479,078 
Investment income realized 
OMERS plan benefits $ 715,598 $ 828359 $ 716,545 $ 569,377 $ 457,582 
Unreduced early retirement benefits 14,674 10,625 9,690 8,289 7,036 
Administered pension funds 95,775 108,422 92,852 73,707 60,060 
$ 826,047 $ 947,406 $ 819,087 $ 651,373 $ 524,678 
Contributions received 
OMERS plan benefits $ 525,072 $ 476,951 $ 437,076 $ 405,301 $ 380,769 
Long term receivables repayment 19,574 51,649 20,917 Seyi 25329 
Unreduced early retirement benefits 4,820 3,581 3,998 4.127 Sel 
$ 549,466 $ 532,181 $ 461,991 $ 468,739 $ 405,270 
Payments to members 
Pensions paid $ 208,366 $ 165,383 $ 133,539 $ 108,092 $ 86,858 
Contributions and interest refunded 31,321 36,337 30,635 27,094 M33 I 
Transfers to other plans 2,877 3,770 2,238 LESIS 1,548 
$ 242,564 $ 205490 $ 166,412 $ 136,701 $ 111,783 
Administrative expenditures and recoveries 
Pension program 
Gross $ S438 6 5561 8 42029 5a) esol 
Fee recoveries 749 673 617 565 505 
Net $ 7.689. $ 4,888 § 3,585 $ 3,008 3 2956 
Investment program 6,849 6,414 5,300 4.627 2,656 
$ 14,538 ¢$ 11,302 $ 8885 $ 7,635 $ 5,612 
Total Fund annual rates of return 
Dollar-weighted return on book value 9.1% 12.2% 12.4% 11.7% LIE2% 
Time-weighted return on market value 12.1% 5.8% 13.0% 23.6% 11.0% 


Unaudited figures 


*The amount shown for each year as at December 31 is cumulative and does not reflect unrealized gains. 


FIVE YEAR REVIEW OF SELECTED DATA 


1987 


1988 1986 1985 1984 
*Employers 
Municipalities 526 S12 507 504 493 
School boards 133 133 132 133 133 
Other local boards 439 432 430 426 426 
1,098 LEOGT 1,069 1,063 1,052 
*Members contributing, employed by 
Municipalities 81,146 74,824 71,703 69,469 67,024 
School boards 43,093 38,373 36,158 34,568 3353 
Other local boards 36,614 33,628 3) PY) 31,061 30,168 
160,853 146,825 140,120 135,098 130,445 
*Members contributing 
Female 69,678 60,579 56,252 52,880 50,005 
Male 91,175 86,246 83,868 82,218 80,440 
160,853 146,825 140,120 135,098 130,445 
*Normal retirement age 65 142,348 129,292 122,952 116,937 112,704 
*Normal retirement age 60 18,505 S838) 17,168 18,161 17,741 
160,853 146,825 140,120 135,098 130,445 
*Terminated members who have 
elected a deferred pension 5,052 3,908 3,688 3,805 3,786 
*Number of pensioners by type of pension 
Normal retirement 18,955 18,197 17,291 16,358 15,218 
Early retirement 8,996 7,823 6,611 5,719 4.841 
Disability retirement 2,128 2.025 1,940 1,843 1,705 
Spouses and children 8,701 8,101 7,498 6,961 6,387 
38,780 36,146 33,340 30,881 28,151 
* Total membership comprising 
Contributing members, deferred 
pensions and pensioners 204,685 186,879 177,148 169,784 162,382 
Number of members enrolled each year 23,208 18,856 15,563 14,694 11,436 
Number of members terminated each year 9,180 WAS 10,541 10,041 8,840 
Net increases in membership 14,028 6,705 3,022 4.653 2,596 


Unaudited figures 


*Cumulative totals at year-end 
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OFFICERS AND DIRECTORS 


ONTARIO MUNICIPAL EMPLOYEES 
RETIREMENT BOARD 
as at December 31, 1988 


Mr. C. M. Beckstead, Chairman, 
Chief Administrative Officer, City of Nepean 


Mr. PR. Burke, Vice-Chairman, 
Firefighter, City of Windsor 


Mr. S. P. Dobbin, 
Stationary Engineer, 
Toronto Board of Education 


Mr. T. D. Allan, 
Police Officer, Durham Regional Police Force 


Mr. T. A. Arkeveld, 
Supt. of Business and Treasurer, 
Leeds & Grenville County Board of Education 


Mr. C. R. Bernardi, 
Director of Personnel and Labour Relations, 
City of Sault Ste. Marie 


Mr. L. J. Close, 
Director, Municipal Finance Branch, 
Ministry of Municipal Affairs 


Miss D. E Graber, 
Administrative Supervisor, Department of Roads and 
Traffic, Municipality of Metropolitan Toronto 


Mr. A. J. Roberts, 
Consumer Relations Representative, 
St. Catharines Hydro Electric Commission 


Mr. B. Sinclair, 
Mayor, City of Etobicoke 


SENIOR STAFF 


Mr. A. W. Reeve, 
Executive Director 


Mr. R. Sillcox, 
Director, Investment Division 


Mr. M. Beswick, 
Director, Pension Division 


Mr. A. Trafford, 
Director, Management Policies 


Ms. J. Bevan 
Director, Human Resources 


INVESTMENT POLICY COMMITTEE 
OF THE BOARD 
as at December 31, 1988 


Mr. R. M. MacIntosh, Chairman, 
Canadian Banker’s Association 
Mr. J. C. C. Wansbrough, Vice-Chairman, 
The National Trust Company 

Mr. D. Pretty, 

Pretty Consultants Inc. 

Mr. J. B. Purdy, 

Crown Life Insurance Co. 

Mr. C. M. Beckstead, 

Chairman of the Board 

Mr. A. J. Roberts, 

Member of the Board 

Mr. S. P. Dobbin, 

Member of the Board 

Mr. A. W. Reeve, 

Executive Director 

Mr. R. Sillcox, 

Director, Investment Division 


ADVISORS TO THE BOARD 


Mr. M. J. K. Brown, 
The Watt Company, Actuary 
Dr. Chris West, 
Medical Advisor 
Mr. Maurice Coombs, 
Osler, Hoskin & Harcourt, Legal Advisor 
Mr. R.M. Freeborough, 
Thorne Ernst & Whinney 
External Auditors 
Mr. C. Stuart Hartley 
BDO Ward Mallette 
Internal Auditors 
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One University Avenue, Suite 1000 
Toronto, Ontario MS5J2P1 
(416) 369-2400 
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ONTARIO MUNICIPAL EMPLOYEES RETIREMENT BOARD 


Re ONTARIO MUNICIPAL EMPLOYEES RETIREMENT BOARD 


ONE UNIVERSITY AVENUE, SUITE 1000, TORONTO, ONTARIO M5J 2P1 (416) 369-2400 FAX: (416) 360-0217 Ki 


25 June 1990 i 


The Honourable John R. Sweeney 
Minister of Municipal Affairs and Housing 
17th Floor 

777 Bay Street 

Toronto, Ontario 

MSG 2E5 


Dear Mr Sweeney: 


I am pleased to present to you the 1989 OMERS Annual Report. The report reviews 
the activities of the System over the past year. 


Our constant aim is the provision of a financially sound pension plan at stable and 
reasonable contribution rates for municipal employees and their employers across the 
Province. We have met this goal in the past, and we look forward to continuing to 
fulfil our mandate in an increasingly demanding environment. 


Sincerely, 


ee REC. 


P. R. Burke, 
Chairman 


Ontario Municipal 
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Employees Retirement System 


Established in 1962 by an 
Act of the Ontario Legislature, 
the Ontario Municipal Employees 
Retirement System (OMERS) is a 
pension plan for employees of 
local governments in Ontario. 
Some 1,108 municipalities, local 
boards and school boards partici- 
pate in the OMERS plan. OMERS 
also manages the pension plans of 
Ryerson Polytechnical Institute 
and the Colleges of Applied Arts 
and Technology. 

OMERS is managed by a 
Board whose members are appoint- 
ed by the Lieutenant Governor in 
Council on the recommendation of 
the Minister of Municipal Affairs. 
Eight members of the Board are 
employees of participating local 
governments, two members are 
elected or appointed officials of 
municipalities and municipal 
boards, and one member is a 
Provincial official. 


OMERS is a contributory 
defined benefit pension plan. Ad 
hoc increases and improvements 
to retirement benefits have been 
made over the past 12 years with- 
out any increase in member and 
employer contribution levels. 
These improvements to the pen- 
sion benefits were made possible 
by sound financial planning and 
by the strong investment perfor- 
mance of the OMERS Fund. 

OMERS is financed by 
equal contributions from partici- 
pating employers and employees, 
and by investment earnings of the 
OMERS Fund. The OMERS Fund 
is currently invested in a widely 
diversified portfolio of capital 
market investments including 
equities, bonds, short-term money 
market securities, mortgages, real 
estate, term loans and private 
placements. 
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OMERS 1989 Highlights 


2.00 


¢ A number of proposed benefit changes, 
including an inflation indexing formula, were 
sent to the Government for approval. 


e The Board hosted a meeting of member and 
employer representatives in Toronto on Octo- y 
te ber 21 to discuss the OMERS plan and 4 
explain the proposed changes. 


Ae 


e Membership increased 6.3% to 170,998, and 
the number of pensioners grew by 7.5% to 
41,687. 


e Pension contributions for the year were $612 
million and investment income was $916 
million. 


¢ Benefits paid during 1989 totalled $245 mil- 
lion. 


e Pensions were increased by 4% on July 1. 


/ e The market value of the OMERS Fund (con- 
A solidated) grew 18% from $10.4 billion to 
$12.3 billion. 


e Market value investment returns for 1989 
were 16.1%. 


e The 5 year average return on investment for 
the period ending December 31, 1989 was 
13.9%, while inflation averaged 4.4% per 


yeat. 
O00 | 
1985 1986 L987 1988 1989 
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Investment Policy Changes 


Reforms under the Pen- 
sion Benefits Act, 1987, subtly 
changed the prudent investment 
requirements under which the 
Board has operated since 1975. 
Where the Board was previously 
perceived to be prudent if profes- 
sional investment advisors made 
decisions on its behalf, pension 
reform requires the Board to 
understand more of the invest- 
ment process. During 1989 the 
Board examined alternatives, 
developed a strategy and prepared 
and filed a Statement of Invest- 
ment Policies and Goals as 
required by the Act. 

The first step in redefin- 
ing the OMERS investment poli- 
cy was to gain a greater under- 
standing of why the funds are 
invested. The Board examined the 
plan liabilities, both for pensions 
being paid to retired OMERS 
members and benefits being 
earned by active members. The 
impact of Ontario government 
proposals to introduce mandatory 
inflation protection for pension 
plans was also considered. 


Plan Liabilities 

One overriding fact faces 
OMERS if contractual indexing 1s 
to be included in the OMERS 
plan: from the time a municipal 
employee enrols in the System until the 
last monthly pension is paid for that 
person, the pension liability is driven 
largely by inflation. Generally 


speaking, municipal salaries 
increase with the inflation rate. 
Indexed pensions will also keep 
pace with inflation. 

Financing the ever grow- 
ing liability through a long term, 
“prudent person” investment poli- 
cy was the challenge facing the 
OMERS Board in 1989. 

The OMERS actuary pro- 
jected the plan liabilities over dif- 
ferent periods of time, with differ- 
ent levels of inflation protection 
and different assumptions of 
future investment earnings. The 
Board and the Board’s investment 
advisors then examined historical 
rates of return for various asset 
classes to estimate future returns 
for various asset mixes. Research 
indicated that only equities and 
real estate have had long term 
rates of return significantly 
exceeding the rate of inflation. 

ihe 
ment’s proposed introduction of 


Ontario Govern- 


mandatory indexation of pension 
plans added a new challenge for 
the OMERS Board. An indexing 
system suitable to OMERS, 
preferably without a significant 
increase in contribution rates, had 
to be found. Part of the solution 
would be greater returns on Fund 
investments than our previous 
asset mix of half equities and half 
fixed income investments could 
produce. A new asset mix was 
required to soften the effect of 
higher long term liabilities. 


Balanced Asset Mix 

The Board was faced with 
finding the right asset balance. 
Equities, which offer high long 
term growth, fluctuate in the 
short term from very high returns 
to low or negative returns. Fixed 
income securities (bonds and short 
term instruments) provide more 
stable returns from year to year 
but offer lower long term growth. 

Toumeet the lon= term 
requirements of mandatory infla- 
tion indexing, recognize the infla- 
tion-driven pension liabilities, and 
keep member and employer con- 
tributions reasonable and stable, 
the Board chose to invest 55% of 
the Fund in equities, 15% in real 
estate ownership and 30% in fixed 
income investments. Until 15% 
of the total portfolio can be 
invested in real estate, funds ear- 
marked for real estate will be 
invested in fixed income securi- 
ties. This new, long term invest- 
ment plan will not be achieved in 
one year, but it represents the goal 
adopted for the OMERS Fund by 
the Board. 

The last few years can be 
characterized as years of change 
and challenge and the end 1s not in 
sight. We shall continue our com- 
mitment to a high level of service 
as we work together to provide a 
sound retirement system for 
municipal employees. 


AO 


P. R. Burke, Chairman 


PENSION 


DIVISION 


A Year of Consolidation and Improvement 


The goal of the Pension 
Division in 1989 was to improve 
benefit administration and ser- 
vices to members and employers. 
Administration procedures were 
revised, and major improvements 
in claims processing and in the 
annual reporting of contributions 
were achieved. 

The Division also began a 
complete overhaul of its computer 
systems starting with the pension 
payroll system. When this three- 
to-five year project is complete, 
OMERS will be able to provide 
much better service to members 
and employers. 

Also in 1989, communi- 
cations services were expanded 
and improved. Two bilingual 
Communications Officers and a 
Client Service Department, to be 
operational early in 1990, were 
added. Employer administration 
seminars were restarted. The slide 
show used to help explain the 
OMERS plan to members was 
redeveloped. Members’ Annual 
Statements were revised, old pub- 
lications were revamped and new 
material was developed. This sig- 
nificant effort to upgrade commu- 
nications services will continue 
into 1990. 

OMERS pensions were 
increased by 4% in July to reflect 
the increase in the Consumer 
Price Index. This is the 5th con- 
secutive year that pensions have 
been increased to parallel the rise 
in inflation. The increase, which 
added liabilities of $85 million, 
was funded out of the actuarial 
surplus. 


Plan Changes 


The Board forwarded 
numerous proposa/s to amend the 
OMERS plan to the Minister of 
Municipal Affairs, The Honourable 
John Sweeney, for consideration by 
the Government of Ontario. Some 
of the proposed changes ensure com- 
pliance with Pension Benefits Act 
requirements, and some are new 


initiatives. 


Highlights of the amendments 

proposed by the Board: 

e A buy-back provision would 
allow members to buy past ser- 
vice without a Supplementary 
Agreement) between the 
OMERS Board and the mem- 
ber’s employer. Purchasable ser- 
vice includes service with any 
Canadian government employer 
or war service with the allied 
armed forces. 

e An early retirement provision 
would allow a member who is 
within 10 years of normal 
retirement to retire on an unre- 
duced pension after 30 years of 
credited service. 

e An expanded spousal benefit 
may provide a pension to the 
spouse of a deceased member if 
the marriage took place after 
the member's retirement. 

e A guaranteed inflation protec- 
tion formula would provide an 
annual increase equal to 75% of 
the Consumer Price Index 
increase up to a maximum CPI 
increase of 8%. Inflation pro- 
tection exceeding the annual 
cap will be carried forward to 
future years. The formula will 


apply to pensions, deferred pen- 
sions and disability waiver ben- 
efits, and the cost would be met 
from the plan surplus plus a 
contribution rate increase of 1/2 
of 1% of earnings for both 
members and employers. 


Actuarial Valuation 

The OMERS 1989 actuari- 
al valuation, prepared by The 
Wyatt Company, shows that the 
current financial position of the 
fund and current contribution lev- 
els are sufficient to provide for 
OMERS plan benefits at their cur- 
rent level. The introduction of a 
pension indexing formula would 


impose new liabilities on the fund. 
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The OMERS plan contin- 
ues to have a reasonable funding 
excess out of which ad hoc pension 
increases are funded. The excess 1s 
attributable to continuing better- 
than-expected investment perfor- 
mance. 

The Actuarial Assets vs 
graph 
(above), illustrates the results of 


Minimum Liabilities 


the actuarial valuations over the 


last 5 years. 
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PENSION 


DivisIton 


The results of the January 
1, 1989 valuation are compared to 
the 1988 valuation in the Actuart- 
al Valuation Results table below. 


1988/1989 Actuarial 
Valuation Results 


($ millions) As at January 1 


1989 1988 
Actuarial 
Assets 9,314.6 8,249.7 
Actuarial 
Liabilities 8,694.8 7,719.3 
Actuarial 
Surplus 619.8 530.4 


Plan Facts 

The OMERS plan contin- 
ues to grow at a steady rate. At 
December 31, 1989 there were 
1,108 Ontario municipalities, 
school boards and local boards 
participating in the plan, an 
increase of 0.9% from one year 
earlier. Types of participating 
employers break down as follows: 


Municipalities 552 
School Boards 134 
Public Utilities 187 
Local Boards 200 

Total 1,108 


At the end of 1989, 
170,998 active members were 
employed by these participating 
employers, an increase of 6.3% 
over 1988. In addition there were 
41,687 pensioners and 6,300 
deferred vested members (who 
will receive a pension in the 
future). Graph 2 illustrates the 
growth in plan membership over 
the past five years. 
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Graph 3 shows member 
classification by age grouping of 
the active plan members, 44.5% 
of whom were female and 55.5% 
of whom were male. 
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Finally, graph 4 illustrates 
the 1989 Pension Profile. By far 
the largest number of pensions are 
normal retirement pensions, 
although they are down to 47% of 
all pensions from 50% in 1988. 
Early retirement pensions have 
increased from 23% to 25% and 
disability pensions are up from 
5% to 6% of the total. 
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Further statistical infor- 
mation appears in the Five Year 
Review of Plan Data on page 5. 


Managed Plans 

The Pension Division also 
manages, for a fee, the pension 
plans of Ryerson Polytechnical 
Institute, with a net asset market 
value of $124.6 million, and of 
the Ontario Colleges of Applied 
Arts and Technology (CAAT), 
with a net asset market value of 
$1.3 billion. The Ryerson plan 
has 1,373 members, and 189 pen- 
sioners who received benefits of 
$1.2 million in 1989. The CAAT 
plan has 17,416 members, and 
2,463 pensioners who received 
$15.4 million in pension benefits 
in 1989. 


renee 
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Five Year Review of Plan Data 


1989 1988 1987 1986 L985 

Employers 
Municipalities D32 526 oY 507 504 
School boards 134 eS) 133 bap. 133 
Other local boards 442 439 432 430 426 
1,108 1,098 LOW 7, 1,069 1,063 


Members contributing, employed by 


Municipalities 85,228 81,146 74,824 PA HOB 69,469 
School boards 46,768 43,093 38,373 36,158 34,568 
Other local boards 39,002 36,614 33,628 32,259 31,061 

170,998 160,853 146,825 140,120 135,098 


Members contributing 


Female O35 69,678 60,579 JHOL2 52,880 
Male 94,863 NLS) 86,246 83,868 82,218 
170,998 160,853 146,825 140,120 135,098 

Normal retirement age 65 151,650 142,348 129,292 IBDQIO52 116,937 
Normal retirement age 60 19,348 18,505 Si) 17,168 18,161 
170,998 160,853 146,825 140,120 135,098 


Terminated members who have 
elected a deferred pension 6,300 S052 3,908 3,688 3,805 


Number of pensioners by type of pension 


Normal retirement 19,739 18,955 18,197 17,291 16,358 
Early retirement 10,383 8,996 7,823 6,611 5,719 
Disability retirement DIST 2,128 2,025 1,940 1,843 
Spouses and children 9,308 8,701 8,101 7,498 6,961 

41,687 38,780 36,146 33,340 30,881 


Total membership comprising 
Contributing members, deferred pensions, 
unclaimed death benefits 
and pensioners 219,136 204,685 186,879 177,148 169,784 


Number of members 


enroled each year 22,306 23.208 18,856 15,563 14,694 
Number of members 

terminated each year 12,161 9,180 Lai Syl 10,541 10,041 
Net increases in membership 10,145 14,028 6,705 5,022 4,653 
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A Changing Environment 


The redefinition of invest- 
ment policies and goals had a sig- 
nificant impact on the administra- 
tion of the OMERS plan in 1989. 
The increased investment responsi- 
bilities of the Board and the con- 
tinuing growth and diversification 
in the Fund required enhanced 
information handling and addi- 
tional professional support. 

Administrative and com- 
puter systems that provide com- 
plete investment information have 
been put in place, improving 
OMERS communications with 
external investment professionals. 

Custodians, who provide 
securities safe-keeping, trade set- 
tlement, and reporting services to 
OMERS Administration & Finance 
and Investment Divisions, are 
being reviewed. New securities 
reporting requirements and an 
increasingly complex investment 
portfolio have made additional cus- 
todial arrangements necessary. 
Technology providing global on- 
line data transfer is expected to fur- 
ther improve communications 
between OMERS and a network of 
custodians, brokers and external 
managers. 

Financial systems were cre- 
ated for the new subsidiary, 
OMERS Realty Corporation. 

In compliance with the 
Pension Benefits Act amendments, 
which created multiple termina- 
tion options, the pension contribu- 
tion refund system was improved. 

During 1989, OMERS 
began upgrading information sys- 
tems for pensioner record-keeping. 
Improvements to the membership 


and benefits systems will follow 
the completion of this project. 


Increased Expenditures 
OMERS staff increased by 
24 in 1989, to a total of 193, with 
the greatest increases occurring in 
the Pension and Administration 
Divisions. The growth in person- 
nel costs of 21% reflects the con- 
tinuing implementation of new 
administrative requirements 
under the Pension Benefits Act 
and the demands of the increasing 
level of investments under admin- 


istration. 
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The cost of purchased ser- 
vices, including such major areas 
as the lease cost of additional 
office space, computer systems 
maintenance, and staff training 
and development, increased 39%. 
The cost of materials and supplies 
needed to equip new staff and to 
update communications materials, 
increased 33%. Transportation 
and communication costs, reflect- 
ing the cost of improved and 
expanded telecommunications, 
rose 18%. The distribution of the 


total administrative budget over 

major areas of expenditure is 

shown in the graph. 

Despite strenuous demands 
on its resources, OMERS kept 
administrative expenditures with- 
in the 1989 budget guidelines. 
The graph illustrates the relation- 
ship between pension and invest- 
ment administrative expenditures 
and the budget guideline over the 
past five years. The guideline is 
composed of: 

e 1.5% of member and employer 
current service contributions, 
which is expected to cover plan 
administration costs, 

e one tenth of 1% of the amor- 
tized cost of capital market 
securities, Covering investment 
administration expenses, 

e and management fees paid by 
the Managed Plans to cover 
administration costs. 

Note: the administration budget 

for OMERS Realty Corp. for 1989 

only has been included to present a 

continuous graph of consolidated 

costs and budget guidelines over 
the five years. 

Further demands will be 
made to the Division’s resources 
in 1990 and beyond as the contin- 
uing redevelopment of the Pen- 
sion Division computer system 
proceeds. OMERS will also incur 
additional costs meeting the new 
reporting requirements of the 
Federal Government’s Tax Reform 
legislation. The Goods and Ser- 
vices Tax (G.S.T.) will also 


increase the cost of operation. 
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Five Year Review of Financial Data 


$Millions 1989 1988 1987 1986 1985 
*Investments at market 
Provincial debentures $1,205.4 $1,162.4 $1,160.8 $1,232.3 $1,293.0 
Marketable securities 11,117.4 9,245.4 7,819.4 6,972.8 5,676.4 
$12,322.8 $10,407.8 $8,980.2 $8,205.1 $6,969.4 
* Assets at market available for 
Basic benefits $11,163.0 $9,384.7 $8,131.9 ieee Ma el $6,324.2 
Supplementary benefits agreements 109.1 es 93) 86.8 76.6 
Administered pension funds 1,466.9 e221) 1,040.3 936.4 791.0 
$12,739.0 $10,724.0 $9,270.7 $8,434.3 $7,191.8 
Investment income earned 
Basic plan $916.0 $715.6 $828.4 $716.5 $569.4 
Supplementary benefits agreements OF 14.7 10.6 OF, 8.3 
Administered pension funds 122.6 95.8 108.4 92.9 3a 
$1,048.3 $826.0 $947.4 $819.1 $651.4 
Contributions received for 
Basic plan $590.9 G5 2521 $477.0 $437.1 $405.3 
Basic plan unfunded liabilities 19.7 19.6 SAG 20.9 59.3 
Supplementary benefits agreements 5) 4.8 3.6 4.0 4A. 
$612.1 $549.5 $532.2 $462.0 $468.7 
Payments to members 
Pensions paid $244.6 $208.4 $165.4 $133.6 $108.1 
Contributions and interest refunded 51:2 313 36,3 30.6 ies 
Transfers to other plans 4.1 oo) 3.8 22 15 
$299.9 $242.6 $205 $166.4 $136.7 
Administrative expenditures and recoveries 
Pension program 
Gross $10.6 $8.4 $5.6 $4.2 $3.6 
Fee recoveries 0.7 OF 0.7 0.6 0.6 
Net $9.9 $7.7 $4.9 $3.6 $3.0 
Investment program OF, 6.8 6.4 53 4.6 
$19.6 $14.5 $11.3 $8.9 $7.6 
Total fund annual rates of return 
Dollar-weighted return on book value 10.2% ON % 12.2% AN WN % 
Time-weighted return on market value 16.1% 12.1% 5.8% 13.0% 23.6% 


* Market Value at December 31 
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Implementing New Policies 


Implementing the new 
directions and policies adopted by 
the Board in late 1988 and early 
1989 was the major challenge to 
the Investment Division over the 
past year. 

The Division was reorga- 
nized to accommodate increased 
investment in equities and real 
estate. A separate wholly-owned 
real estate subsidiary (OMERS 
Realty Corporation) was set up to 
manage the Fund’s real estate 
assets. To achieve better balance 
between internally and externally 
managed funds, OMERS chose 
external investment counsellors to 
manage active and passive (index 
matching) Canadian equity funds. 

The OMERS Statement of 
Investment Policies and Goals was 
revised to conform to the new 
directions and the Pension Bene- 
firs Act, 1987. The statement was 
filed with the Pension Commis- 
sion of Ontario in December. 


Economic Environment 


The OMERS Fund turned 
in another strong performance in 


Fund Assets _ 


($ Billions) 


1989 


1988 


1987 


1986 


1985 


bh 


Real Estate 


1989 in spite of the rapidly chang- 
ing economic environment. Yield 
curves were inverted or near- 
inverted (short term yields were 
higher than long term) all year and 
high corporate and government 
debt kept interest rates high. 
These conditions threatened to 
bring the longest post-war eco- 
nomic expansion to an end and, by 
year end, there were signs of an 
economic slowdown: 

e The Canadian economy grew at 
a rate of 2.9%, down from 
5.0% in 1988. 

¢ The unemployment rate crept up 
from 7.7% to 7.8% at year end. 
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Fixed Income = 


Equities sa 


e¢ The Consumer Price Index rose 
from 4.0% in December 1988 
to 5.4% by late summer 1989, 
easing slightly to 5.1% by year 
end. 

e The Bank of Canada attacked 
inflation by pushing the bank 
fate up by ss" percentage 
points during the year. 

e The difference between Canadi- 
an and American interest rates 
pushed the Canadian dollar 
from (U5.205-0) celirs bo. Wes, 
86.1 cents. 


High Returns 


The OMERS Fund report- 
ed an overall return of 16.1%, the 
highest return since 1985 and 
above the median fund return of 
15.9% for balanced Canadian 
pension funds. The graph (left) 
illustrates the OMERS Fund 
returns over the past five years 
compared with the median fund 
returns. 

The average annual return 
for the five years, 1985 to 1989 
inclusive, was 13.9%, compared 
with the median fund return for 
the same period of 13.6%. The 
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INVESTMENT DIVISION 


sg ole ya j emphasizing strong balance sheets 
ota eturns : 6 
and superior investment value. 


1989 1988 1985-1989 I : a 
nvestment performance 
Ontario Debentures 14.4 10.6 19 for 1989 was enhanced by a num- 
IMarcefableBands P37 (KOR one ber of tender offers made for vari- 
Rroroaee. 12.6 10.2 13.1 ous equity holdings. These 
= 4 included Consolidated Bathurst, 
2 C 
Sr LOas Lb. 10.9 13.9 Texaco Canada and Redpath 
Canadian Stocks 197 1 14.2 Industries in the Canadian Core 
Foreign Stocks 23a 70 168 Fund, and Reff Inc., Polymer 
Private Placements 3.8 hall 10.5 a asa ae sae: 
Resources International in the 
Real Estate 15.3 16.0 12.2 Small Capitalization Fund. The 
Portfolio Average Return 16.1 2a 159 U.S. portfolio derived a similar 


* including unrealized gains or losses 


Total Return table shows the total 
returns by major asset class at 
December 31, 1988 and 1989, 
and the average annual rate of 
return for the five year period 
from 1985 through 1989. 

Realized capital gains 
amounted to $230.6 million in 
1989, while other investment 
income totalled $817.7 million. 
Total from assets under adminis- 
tration was $1,048.3 million. 

Equity returns exceeded 
fixed income returns over both 
one and five year periods. Higher 
returns from equities are expected 
to provide a better match for the 
OMERS Fund’s long term liabili- 
ty structure than fixed income 
investment returns. 


Equities 

Stock markets posted very 
strong gains in 1989. The Toronto 
Stock Exchange achieved a 21.4% 
rate of return while in the U'S., 
the Standard and Poot’s 5.00 
increased by 27.8%. The Morgan 


Stanley World Index ended the 
year with a gain of 14.1%. 

Acting within the author- 
ity granted by the Board to 
increase the percentage of equities 
in the Fund to 55% of the total 
portfolio, the Investment Division 
invested $658 million in passive 
(index matching) funds and an 
additional $260 million in exter- 
nal actively managed funds by 
year end. OMERS internal invest- 
ment managers invested a further 
$307 million in Canadian equities 
and $71 million in U.S. equities 
during 1989. Together with mar- 
ket gains this raised equity invest- 
ments, including private place- 
ments, to $6.6 billion or 53.5% of 
the total assets by the end of 1989 
compared with $4.7 billion or 
45.2% at the end of 1988. 

OMERS equity portfolios 
are invested in a wide variety of 
industries and are structured to 
provide attractive rates of return 
over the longer term. Internally, 
the strategy continues to be one of 


benefit when Squibb Corporation 
merged with Bristol Myers Com- 
pany. 

The Lotal Fund Assets 
graph (previous page) illustrates 
the increasing role of equities in 
the changing asset mix over the 
past five years. The Asset Mix 
graph (below) indicates the por- 
tion of the total portfolio devoted 
to each type of investment. 

Looking toward 1990, 
greater emphasis will be placed on 
Global equities. These invest- 
ments will become a more signifi- 
cant part of OMERS equity assets, 
particularly when legislation to 


5.2% Cash & 
Short ae 


4.7% Real Estate 
/ 2.4% Private 


21.3% Bonds 
“Placements 
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increase the 10% restriction on 
foreign investments is enacted. 

Private placements include 
a broad spectrum of primarily 
equity investments not offered for 
sale to the public, including ven- 
ture capital and other pooled 
funds, limited partnerships, and 
direct investments in resource 
properties. 

The 1989 private place- 
ments investment strategy was to 
emphasize co-investments and 
joint ventures in resource proper- 
ties. As in real estate develop- 
ment, many venture capital and 
resource development situations 
are expected to produce high 
returns only after a long develop- 
ment period. 


Fixed Income 
Investments 


In both Canada and the 
U.S., the fight against inflation 
resulted in the continuation of 
high short term interest rates in 
1989. By year end, the Bank of 
Canada Rate had risen from 
11.19% to 12.47%, while the 
U.S. Federal Funds Rate declined 
to 8.25% from 9.31%. This grad- 
ual easing in the U.S. resulted in 
a 4.6 percentage point spread 
between Canadian and U.S. short 
term rates which, in turn, led to a 
strong Canadian dollar. 

Canadian long term bond 
rates fell from 10.0% to 9.40% at 
year end. Average bond yields 
increased from 10.9% to 11.3% 
while the average term was 
reduced from 7.1 to 6.3 years in 
the OMERS portfolio. 


The bond portfolio pro- 
vided some of the cash necessary 
to fund the shift to a greater 
emphasis on equities in 1989 
while maintaining a good rate of 
return (13.1% in 1989). Bond 
holdings were reduced by $543 
million to 19.1% of the total 
portfolio at year end. 

OMERS adopted a strate- 
gy of allowing lower-yielding 
government insured mortgages to 
be repaid and concentrating on 
higher-yielding commercial mort- 
gages in 1989. Although the rate 
of return on mortgage invest- 
ments was only 12.6% in 1989, 


($ million) 


1985 
1986 
1987 
1988 
1989 

0 400 800 


1200 1600 


Employer/Employee Contributions Zz 
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and was exceeded in this period of 
abnormally high interest rates by 
short term bonds and term loans, 
mortgages remain stable invest- 
ments necessary in a balanced 
portfolio. 

The term lending portfo- 
lio, which provides term financing 
to small and medium sized Cana- 
dian corporations, increased in 
size from $248 million at year end 
1988 to $274 million by year end 
1989. OMERS sought out larger 
investment opportunities in 1989, 
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increasing the average loan size 
from $3.1 million to $3.5 million. 
The quality of the term lending 
portfolio remained high, with a 
rate of return of 15.4%, despite 
slowing economic growth. 


OMERS Realty 
Corporation 


The formation of a sepa- 
rate real estate subsidiary was 
completed in 1989. The total 
market value of real estate assets 
increased by $92 million, from 
$482 million at the end of 1988 
to $574 million at December 31, 
1989. Investment in the develop- 
ment of Phase I of BCE Place, the 
Canada Trust Tower, at Bay and 
Front Streets in downtown Toron- 
to accounted for a large part of the 
increase. OMERS also purchased a 
50% interest in the North Ameri- 
can Life Centre, a mixed-use office 
and retail complex at Yonge Street 
and Finch Avenue in the City of 
North York. These investments 
were partially offset by the sale of 
real estate investment vehicles and 
pooled funds. 

Real estate development 
is a long term investment pro- 
gramme characterized by high 
expenditures and low returns in 
the early years of project develop- 
ment. Historically, however, real 
estate has offered high returns 
with low volatility. These charac- 
teristics make real estate particu- 
larly suitable for the OMERS 
portfolio. 
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Consolidated Investment Fund Assets 


Market Value as at December 31 (000s) 1989 1988 
Debt Investments 
Cash - Current Accounts 5,684 ¢ S104 
Short Term Investments 638,437 245,917 
Subtotal 644,121 251,031 
Ontario Debentures 1,205,351 1,162,425 
Marketable Bonds 
Government of Canada 298,049 445,961 
Provincial 308,008 536,840 
Municipal 12,324 DOT) 
Corporate G2F IIS IA ye 
Eurodollar/Index Linked 59,066 31,616 
Mid Term Notes 408,503 477,663 
Subtotal 1,148,065 1,650,462 
Term Loans 274,469 DAF ES D5) 
Mortgages 
Residential - NHA Insured 1,178,417 E27 1.943 
Commercial - Uninsured 524,499 448,740 
Bonds LW yfesll Ih 179,824 
Subtotal 1,880,727 1,906,507 
Total Debt Investments $5 51525733 $ 5,217,950 
Equity Investments 
Stocks 
Canadian ¢ Core Fund 4,101,958 Bo D339 
¢ Small Capitalization Fund WAZ 22 107,120 
e Index Funds 677,893 0 
e Externally Managed Funds 210,486 117,424 
Foreign  ¢ U.S. Fund 764,474 580,712 
e U.S. Mutual Funds 196,101 164,419 
¢ Global Managed Funds 235,011 197,662 
Subtotal 6,300,245 4,440,669 
Private Placements 296,202 267,467 
Total Equity Investments $ 6,596,447 $ 4,708,136 
Real Estate 
Land and Buildings 487,042 292,435 
Fund Units 0 21,005 
Equity Interests 23,471 43,305 
Participating Bonds/Notes Rec. 63,091 124,944 
Total Real Estate $ 573,604 $ 481,689 
TOTAL FUND AT MARKET VALUE $12,322,784 $10,407,775 


Unaudited figures 
ANNE TILE ES EL ELSIE LT ITE TLS RR LTP SS SE EE IAG ITIL TSR LT INTIS SER EL ETL IE TE, TP STS SBE SPD EE DE OLLIE LTTE LE LE IIL ENS, 
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wo 


AN INDEPENDENT WORLDWIDE BENEFITS 
AND COMPENSATION CONSULTING FIRM 


ACTUARIAL COST CERTIFICATE AS AT DECEMBER 31, 1989 
for the 
ONTARIO MUNICIPAL EMPLOYEES RETIREMENT BOARD 


The most recent actuarial valuation of the Ontario Municipal Employees Retirement 
System was conducted as at January 1, 1989 using the Unit Credit Actuarial Cost 
Method, with projection of earnings. Our valuation conformed with the Recommen- 
dations for the Valuation of Pension Plans adopted by the Canadian Institute of 
Actuaries. 


The results of the actuarial valuation disclosed total Actuarial Liabilities of 
$8.694.769 million in respect of benefits accrued for service prior to January i 
1989. The Actuarial Assets at that date were $9,314.576 million indicating an actu- 
arial surplus or Funding Excess of $619.807 million. 


The results of the actuarial valuation also indicated that the existing levels of 
employee and employer contributions are sufficient to meet the Normal Actuarial 
Cost of benefits to be earned each calendar year until the next actuarial valuation is 
performed. 


We have considered the likely development of the Actuarial Liabilities during 1989 
taking into account the amendments made to the Plan up to December 31, 1989. 
Further, we have calculated the Actuarial Assets at December 31, 1989. 


We are of the opinion, in accordance with generally accepted actuarial principles, 
that the assets of the Fund at December 31, 1989 are sufficient to meet all the liabil- 
ities of the Plan in respect of services rendered by members up to that date. 


Respectfully submitted 
THE WYATT COMPANY 
MA denn 
! 
Munir Dewji, F.S.A. 


Fellow, Canadian Institute of Actuaries 


April-6, 1990 
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KPMG. Peat Marwick Thorne 


Chartered Accountants 


Peat Marwick Thorne Building Telephone (416) 777-8500 
Suite 1200 Telex 06-23447 
One Toronto Street Telefax (416) 777-8818 


Toronto, Ontario MSC 2V5 


AUDITORS’ REPORT 
To the Ontario Municipal Employees Retirement Board 


We have examined the consolidated statement of net assets of the Ontario 
Municipal Employees Retirement Fund as at December 31, 1989 and the 
consolidated statement of changes in net assets for the year then ended. Our 
examination was made in accordance with generally accepted auditing 
standards, and accordingly included such tests and other procedures as we 
considered necessary in the circumstances. 


In our opinion, these consolidated financial statements present fairly the 
financial position of the Fund as at December 31, 1989 and the results of its 
operations for the year then ended in accordance with generally accepted 
accounting principles applied on a basis consistent with that of the preceding 
year. 


[a Wpoorih Thorne 


Chartered Accountants 
Toronto, Canada 


April 6, 1990 
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CONSOLIDATED FINANCIAL STATEMENTS 


Ontario Municipal Employees Retirement Fund 


Consolidated Statement of Net Assets 


December 31 (000’s) 1989 1988 

ASSETS 

Investments (note 1) $12,322,784 $10,407,775 

Long term receivables (note 2) 129.713 146,265 

Fixed assets (note 3) 1,423 1,349 

Contributions receivable 51,196 AT 320 

Accrued income 255,161 153,842 
12,760,277 1LOI56,591 

LIABILITIES 

Due to administered pension funds (note 4) 1,466,940 1222 S23 

Provision for unreduced early retirement benefits (note 5) 109,051 117,081 

Due to brokers 21,285 325575 

1,597,276 eave 809 

NET ASSETS (note 6) $11,163,001 $ 9,384,742 

SIGNED ON BEHALF OF THE BOARD be we 

et EEO. ALLE lhl 

PR. Burke, Member i T.A. Arkeveld, Member 


Consolidated Statement of Changes in Net Assets 


Year ended December 31 (000’s) 1989 1988 
INCREASES IN NET ASSETS 


Contributions (note 7) $ 612,070 $ 545,551 
Investment income (note 8) 915,952 FAS SVS 
Unrealized market appreciation of investments 569,823 248,823 

2,097,845 109.072 


DECREASES IN NET ASSETS 


Benefits (note 9) 299,939 242,564 
Administrative expenditures (note 10) 19,647 14,538 

319,586 ZIT AGZ 
INCREASE IN NET ASSETS 1,778,259 12525870 
Net assets at beginning of year 9,384,742 BA31,872 
NET ASSETS AT END OF YEAR $11,163,001 $9,384,742 


—————— ae 
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CONSOLIDATED FINANCIAL STATEMENTS 


Ontario Municipal Employees Retirement Fund 


Notes to Consolidated Financial Statements 
Year ended December 31, 1989 
(OOO’s) 


General 


The Ontario Municipal Employees Retirement System (“OMERS”) is registered under the Pension Benefits Act of 
Ontario, Registration #C006725. 


Summary of Significant Accounting Policies 

Consolidation 

Certain of the Fund’s term loan, real estate and resource investments are held by wholly owned subsidiaries. The con- 
solidated financial statements include the accounts of the Fund and all subsidiaries. 


Investments 
Investments are stated at market value and are recorded as of the trade date. Securities are valued at year end quoted 
market prices where available. Where quoted market values are not available, estimated values are calculated by dis- 
counting cash flows based on market yields, using cyclical real estate appraisals, or comparative securities. 

Gains and losses on disposal of investments are credited or charged to investment income. Investment income 
is recorded on the accrual basis. 


Contributions 
Member and employer contributions received subsequent to the year-end, but which are applicable to the current year, 
are recorded as receivable. 


Benefits 
Payments for benefits are recorded in the year in which such payments are made. 


Fixed Assets 


Computer equipment is recorded at cost and is depreciated on a straight-line basis over five years. 


TT: Investments 
1989 1988 

Market Value Cost Market Value Cost 
Cash and short term deposits $ 644,121 $ 644,121 $ 251,031 C2103 
Canadian bonds and debentures 2,353,416 2,440,508 2,812,887 2,966,225 
Term loans 274,469 268,528 Q4T.52> 247,649 
Mortgages 1,880,727 IES Sie 9 ley 1,906,507 1,863,219 
Canadian equities 5,104,659 4,204,180 3,431,066 2,936,588 
Non-Canadian equities 999,485 792,910 VI2ZANO2 697,535 
Mutual funds 196,101 142,877 237,411 195,451 
Real estate 496,256 400,709 320,099 266,745 
Real estate debentures 77,348 62,193 161,590 124,993 
Venture capital 93,289 97,047 94,576 94,443 
Resource properties TUF 74,627 70,615 70.237) 
Private placements 123,406 115,604 102,276 94,442 

$12,322,784 SLO S,22 1 $10,407,775 $9,808,558 
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CONSOLIDATED FINANCIHIAL STATEMENTS 


Ontario Municipal Employees Retirement Fund 


Notes to Consolidated Financial Statements (cont.) 
Year ended December 31, 1989 
(OOO’s) 


Canadian bonds and debentures include Province of Ontario debentures having a cost of $1,293,025 (1988 - 
$1,293,025), bearing a weighted average interest rate of 9.07% and maturing at various dates beginning on December 
31, 1993 through December 31, 2006. 

At December 31, 1989, the Fund held individual investments whose market or cost value exceeded 1% of the 


market or cost value of investments in total: 


Number of 1989 Aggregate 
Investments Market Value Cost 
Canadian equities 9 $1,541,189 $1,120,307 
Real Estate under development il 155,055 IiS5,055 
$1,696,244 $1,275,362 


2: Long Term Receivables 

Under the terms of The Ontario Municipal Employees Retirement System Act certain participating employers have 
entered into agreements with the Board for the provision of supplementary benefits for past service. Each employer is 
responsible, individually, for the funding of such benefits based on separate actuarial valuations. Amounts due from 
employers in respect of these agreements are recorded as long term receivables to be paid, with interest, over a period 
not to exceed fifteen years. 


3. Fixed Assets 
1989 1988 
Accumulated 
Cost depreciation Net Net 
Computer Equipment $ 2,931 $ 1,622 $ 1,309 $ 1,349 
Other Equipment 143 20 114 0 
$ 3,074 $ 1,651 $ 1,423 $ 1,349 
4. Due to Administered Pension Funds 


The administered pension funds which form part of the Fund, are administered on behalf of the Ontario Council of 
Regents for Colleges of Applied Arts and Technology, the Ryerson Polytechnical Institute, and the Minister of Energy 
for the Province of Ontario (The Ontario Hydro Guarantee Fund), and are credited with amounts based upon their 
proportionate share of the investments of the Fund, at market value. The Ontario Municipal Employees Retirement 
Board is authorized under the terms of the various management agreements to recover its expenses for administering 
the aforementioned plans. 


5. Provision for Unreduced Early Retirement Benefits 
Certain participating employers have entered into agreements with the Board for provision of unreduced early retire- 
ment benefits in addition to those provided by OMERS. Funding is provided by additional contributions. An actuari- 
al valuation is performed every three years. Where actuarial liabilities exceed actuarial assets for individual groups a 
series of special payments has been established to eliminate the deficiency. 

The most recent actuarial valuation was performed at January 1, 1987. On an overall basis the actuarial assets 
exceeded the actuarial liabilities for the participating groups. 


ena 
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CONSOLIDATED FINANC 


AL STATEMENTS 


Ontario Municipal Employees Retirement Fund 


Notes to Consolidated Financial Statements (cont.) 
Year ended December 31, 1989 
(OOO’s) 
6. Net Assets 


The Fund is maintained for the payment of pensions to retired members or their beneficiaries and the future payment 
of pensions and benefits to contributing members and to terminated members who have elected a deferred pension. 

The latest actuarial valuation of OMERS as at January 1, 1989 determined the total actuarial liabilities of 
OMERS to be $8,694.769 million using the unit credit actuarial cost method. The actuarially adjusted book value of 
accumulated assets at that date was $9,314.576 million resulting in a funding excess of $619.807 million. 

The results of the actuarial valuation indicate that the existing levels of member and employer contributions 
are sufficient to meet the normal actuarial cost of benefits earned during 1989. Further, the System was fully funded at 
December 31, 1989. 


as Contributions 
1989 1988 

Members $ 295,803 $ 263,023 
Employers, current service 29125 262,049 
Employers, long term receivables and interest thereon 
(note 2) 19,654 19,574 
Unreduced early retirement benefits (note 5) 1,488 905 

$ 612,070 $ 545,551 

3. Investment Income 
1989 1988 
Short term deposits $ 56,546 Sam eo 22 
Canadian bonds and debentures 270,827 287,137) 
Term loans 32,336 DY MSD 
Mortgages 22 Oso 191,143 
Canadian equities 160,117 95,742 
Non-Canadian equities 259 DI 14,938 
Mutual funds 19,523 Leal 
Real estate 16,045 14,604 
Real estate debentures D7 9,414 
Venture capital (1,965) 306 
Resource properties ga) 25058 
Private placements 6,801 4,459 
817,668 724,667 

Realized capital gains 230,635 101,380 

1,048,303 826,047 
Less income credited to: 
Administered pension funds (122,641) (9557 7>) 
Provision for unreduced early retirement benefits (9,710) (14,674) 

$915,952 $ 715,598 
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CONSOLIDATED) FINAN CI ALSS TATE MENTS 


10. 


Ontario Municipal Employees Retirement Fund 


Notes to Consolidated Financial Statements (cont.) 
Year ended December 31, 1989 


(OOO‘’s) 
Benefits 
1989 1988 
Members’ pensions $ 244,639 $ 208,366 
Members’ contributions plus interest refunded Slee 515321 
Transfers to other pension plans 4,128 2,901 
$ 299,939 $ 242,564 
Administrative Expenditures 
1989 1988 
Personnel services $ 9,497 $ 7,829 
Transportation & communication 846 716 
Audit services Ds 202 
Legal services 132 129 
Other professional services 2,381 1,254 
Other purchased services 4,525 Dalits 
Materials & supplies Zp 2,044 
$ 20,383 § 15,237 
Less: Management fees from administered 
pension funds 736 749 
$ 19,647 $ 14,538 
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OFFICERS AND 


Board of Directors 


Chairman, 
Mr P. R. Burke, 
Firefighter, City of Windsor 


Vice-Chairman, 

Mr T. A. Arkeveld, 

Supt. of Business and Treasurer, 
Leeds and Grenville County 
Board of Education 


Mr T. D. Allan, 
Police Officer, 
Durham Regional Police Force 


Ms N. Bardeckz, 


Director, Municipal Finance Branch, 


Ministry of Municipal Affairs 


Mr C. M. Beckstead*, 
Chief Administrative Officer, 
City of Nepean 


Mr C. R. Bernardi*, 
Director of Personnel and 
Labour Relations, 

City of Sault Ste. Marie 


Mr S. P. Dobbin*, 
Stationary Engineer, 
Toronto Board of Education 


Ms D. F. Graber, 
Administrative Supervisor, 
Dept. of Transportation, 
Municipality of 
Metropolitan Toronto 


Mr A. J. Roberts*, 

Consumer Relations Representative, 
St. Catharines 

Hydro Electric Commission 


Mr J. V. Sherlock, 
Trustee, 

Halton Roman Catholic 
School Board 


Mr B. Stnclatyr, 
Mayor, The City of Etobicoke 


The following new Directors joined the 
Board as of January, 1990: 


Mr R. S. Clark, 

Chief Administrative Officer, 
Regional Municipality of 
Ottawa-Carleton 


Ms A. Dubas, 
Public Health Nurse, 
City of Toronto 


Mr G. Lawson, 
Commissioner of Finance 
& Treasurer, 

Regional Municipality of 
Hamilton-Wentworth 


Ms S. Peebles, 
Parental Support Worker, 
Algoma District Social Services 


investment Committee, 
Board Members 


Mr P. R. Burke 

Mr C. R. Bernardi 

Mr S. P. Dobbin 

Mr A. J. Roberts 

Mr B. Sinclair 

Investment Committee, 
Specialist Members 


Chairman, 
Mr R. M. MacIntosh, 
Canadian Bankers’ Association 


Vice-Chairman, 
Mr J.C.C. Wansborough, 
OMERS Realty Corporation 


Mr D. Pretty, 
Pretty Consultants Inc. 


Mr D. Purdy, 
Crown Life Insurance Co. 


SORE Garo Uns Ss 


Management 
Committee 


Mr P. R. Burke 

Mr T. A. Arkeveld 
Mr T. D. Allan 

Ms N. Bardecki 

Mr C. M. Beckstead 
Ms D. F. Graber 
Mr J. V. Sherlock 


Senior Officers 


Mr A. W. Reeve, 
Executive Director 


Mr R. L. Sillcox, 
Director, Investment Division 


Mr M. E. Beswick, 
Director, Pension Division 


Ms M. J. Bevan, 
Director, Human Resources 


Mr R. W. Gladstone, 
Director, Administration & 


Finance Division 


Advisors to the Board 


Actuary, 
The Wyatt Company 


External Auditors, 
Peat Marwick Thorne 


Internal Auditors, 
BDO Ward Mallette 


Legal Advisors, 
Osler, Hoskin & Harcourt 


Medical Advisor, 
Dr C. West 


* The four members marked with an asterisk left the Board of Directors in 


December,1989, after many years of service. 
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OFFICERS AND DIRECTORS 


Directors 


CHAIRMAN 

Mr T. A. Arkeveld 

Supt. of Business and 
Treasurer, Leeds and 
Grenville County Board 
of Education 


VICE-CHAIRMAN 

Mr T. D. Allan 

Police Officer, Durham 
Regional Police Force 


Ms N. Bardecki 

Director, Municipal 
Finance Branch, Ministry 
of Municipal Affairs 


PAST CHAIRMAN 
Mr PR. Burke 
Firefighter, 

City of Windsor 


Mr R. S. Clark 

Chief Administrative 
Officer, Regional 
Municipality of 
Ottawa-Carleton 


Ms A. Dubas 
Public Health Nurse, 
City of Toronto 


Ms D. FE Graber 


Administrative Supervisor, 


Dept. of Transportation, 
Municipality of 
Metropolitan Toronto 


Mr G. Lawson 
Commissioner of Finance 
& Treasurer, 

Regional Municipality of 
Hamilton-Wentworth 


Ms S. Peebles 

Parental Support Worker, 
Algoma District Social 
Services 


Mr J. V. Sherlock 
‘Trustee, 

Halton Roman Catholic 
Separate School Board 


Mr B. Sinclair 
Mayor, 


~The City of Etobicoke 


Investment 
Committee 


CHAIRMAN 
Mt T, D. Allan 


VICE-CHAIRMAN 
Mr J. V. Sherlock 


Mr T, A. Arkeveld 
Ms N. Bardecki 
Mr PR. Burke 


Mr A. Fell 
RBC Dominion 
Securities Ltd. 


Mr D. Purdy 
Crown Life Insurance Co. 


Mr B. Sinclair 


Management 
Committee 


CHAIRMAN 
Mr G. Lawson 


VICE-CHAIRMAN 
Ms D. E Graber 


Mr PR. Burke 
Mr R. S. Clark 
Ms A. Dubas 
Ms S. Peebles 


Senior Officers 


Mr A. W. Reeve 
Executive Director 


Mr M. E. Beswick 
Director, 
Pension Division 


Ms M. J. Bevan 
Director, 
Human Resources 


Mr R. W. Gladstone 
Director, 
Administration Division 


Mr R. L. Sillcox 
Director, 
Investment Division 


Advisors to the Board 


ACTUARY 
The Wyatt Company 


AUDITORS 
Peat Marwick Thorne 


LEGAL ADVISOR 
Osler, Hoskin & Harcourt 


MEDICAL ADVISOR 
Dr C. West 


TABLE OF CONTENTS 


Chairman’s Report 1 
Pension Division 3 
Five Year Review of Plan Data 4 
Five Year Review of Financial Data 6 
Administration Division 7 
Investment Division 8 
Actuarial Certificate 11 
Auditors’ Report 12 
Consolidated Financial Statements {3 
Notes to the Consolidated Financial Statements 14 


as Printed on recycled paper 


OMERS 


Ontario Municipal Employees Retirement System 


The Ontario Municipal Employees Retirement System (OMERS) was established in 
1962 by the Ontario Government as a multi-employer pension plan for employees 
of local governments in Ontario. Some 1,120 municipalities, local boards and school 
boards participate in the OMERS plan. OMERS also manages the pension plans of 
Ryerson Polytechnical Institute and the Colleges of Applied Arts and Technology. 


Managed by a Board appointed by the Ontario Government, OMERS is operated by 
and for municipal employees. Eight members of the Board are employees of partici- 
pating employers, two members are elected or appointed officials of municipalities 
or local boards, and one member is a Provincial official. 


OMERS is a contributory defined benefit pension plan financed by equal contribu- 
tions from participating employers and employees, and by the investment earnings 
of the OMERS Fund. OMERS is committed to providing appropriate and secure 
pension benefits for plan members while keeping member and employer contribu- 
tion rates reasonable and stable. 


One University Avenue, Suite 1000, Toronto, Ontario M5J 2P1 (416) 369-2400 


CHAIRMAN’S REPORT 


The OMERS Board met the challenges of 1990 with renewed vigour and commit- 


ment to the principle of service. We welcomed four new Board members in January, 
1990. Mr Ron S. Clark of Ottawa-Carleton Region, Ms Anne Dubas of the City of 
Toronto, Mr Gerry Lawson of Hamilton-Wentworth Region and Ms Shirley Peebles 
of Algoma District Social Services brought varied municipal experience and new 
insights to OMERS during the year. 


In 1990 the Board and its staff adopted the motto Working Together for Your Retirement 
as the OMERS “reason for being”. We believe this phrase truly reflects the complex 
relationships inherent in the work of OMERS. We work with each other, with the 
Province and with participating municipal employers. We work with members, pen- 
sioners and their representatives. We work with consultants, brokers, bankers, audi- 
tors, custodians and fund managers. Together we work for the good of the OMERS 
members, pensioners and employers. 


The Board also adopted statements of two fundamental values: We provide high qual- 
ity service to all our clients and We treat each other with respect, fairness, trust and dignity. 
Service is vital to OMERS, and we strive to ensure that the service we provide is of 
the highest quality. We believe we must treat each other, and those with whom we 
interact, with respect, trust and dignity if we are to achieve the high standard of 
service we have set for ourselves. 


The September change of Government in Ontario understandably slowed the pas- 
sage of the Board’s proposals to amend the OMERS plan. The proposals are now 
before the Honourable David Cooke, Minister of Municipal Affairs and Housing, for 
review, and the Board hopes they will be approved in 1991. The proposed changes 
include contractual indexing with a consequent contribution rate increase, 30-year 
early retirement (within 10 years of normal retirement), spousal benefit for mar- 
riage after retirement and individual past service buy-backs. 


The OMERS Board requested an ad hoc pension increase for January 1991, and the 
Minister moved quickly to obtain Government approval. The pension increase of 
4.2% was equal to 100% of the inflation rate for the measurement period. Pension- 
ers were also granted an inflation protection increase ensuring that their increases 


equal at least 75% of the inflation rate since their pensions began. 


Amendments to the Federal Income Tax Act, passed in June 1990, created a whole 
new method of evaluating individual pension entitlements for plan members and 
reporting them to Revenue Canada. The amendments will have a profound effect 
on retirement savings and pension plans in Canada. OMERS staff poured their 
energy into understanding the changes, revising plan administration systems and 


communicating the new approach to members and employers. 


1990 was a year of global political change and economic reversals, resulting in 
declining investment markets worldwide. Throughout the year the OMERS Fund 
managers maintained investment discipline in the pursuit of long-term goals estab- 


Working 
Together 
for Your 


Retirement 


CHAIRMAN’S REPORT 


lished in 1989. The reinvestment of funds and the distribution of new capital in 
appropriate market sectors brought the Fund closer to asset mix targets. A signifi- 
cant equity investment programme late in the year, when global markets neared 
their lowest, left the Fund well positioned to gain from expected market growth in 
1991. The OMERS Fund remains strong and committed to quality investments in a 
diversified portfolio that will ensure long-term growth, enabling the plan to meet 
its inflation-driven obligations. 

For OMERS, 1990 was a year of challenge met with renewed confidence and energy. 
We shall continue our commitment to high quality service in 1991, as we work 
together to provide a sound retirement system for OMERS members, employers 


and pensioners. 


AG Gilet 


T. Andreas Arkeveld, 
Chairman 
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Focus on Service 


The Fension Division focused on service in 1990, making notable improvements in 
the areas of pension claim processing, communications and the annual reporting of 
contributions. 


In June the Federal Government passed amendments to the Income Tax Act that 
have far-reaching implications for OMERS, its members and employers. Complex 
new reporting rules affect pension plan administrators and employers, and the 
determination of plan members’ RRSP contribution room has changed effective 
1991. Plan revisions, including the introduction of maximum pension limits and 
changes to disability and children’s pension eligibility, will have to be made to the 
OMERS plan beginning in 1992 in order to comply with the new tax law. 


The OMERS staff worked hard to understand the changes and to ensure that the 
application of the law was workable. The Communications Department undertook 
an extensive series of seminars across Ontario explaining the tax changes to 
OMERS employers. The Employer Guide to the Federal Income Tax Act Changes, pub- 
lished in September, helped administrators understand and apply the new rules. 


The Communications Department also introduced a very popular Pensioner Newslet- 
ter. Other materials were redesigned and improved: employer administrative infor- 
mation letters were consolidated in a regularly published Employer Bulletin, and the 
procedure guide for the annual reconciliation of contributions was revised. 


A Client Services group was established as a centralized information service to 
answer member and employer queries. The group has its own telephone number, 
(416) 369-2444, with new phone features designed to improve service. 


The Pension Division expanded French language services. More OMERS publica- 
tions were offered in translation, and two bilingual Communications Officers were 


hired. 


OMERS pensions that began on or before October 1, 1989 received an increase of 
4.2% on January 1, 1991. The ad hoc increase was equal to 100% of the inflation 
rate for the period September 1989 to September 1990. Pensions that began after 
October 1, 1989 but before October 1, 1990 were increased by a prorated amount. 
An additional increase was applied to many pensions to ensure that they “caught- 
up” to at least 75% of the inflation rate since they began. Pensions that began on or 
before December 1, 1989 also received a one-time only payment equal to 6 months 
of the 4.2% inflation increase to make up for the 6 month delay caused by changing 


the usual date of pension increases from July to January. 


This is the 6th consecutive year that the OMERS ad hoc pension increase has 
equalled the rise in inflation for the year. The increase was funded from the actu- 


arial surplus. 
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Employers 
Municipalities 
School boards 
Other local boards 


Contributing Members 
by employer 
Municipalities 
School boards 
Other local boards 


by sex 
Female 
Male 


by normal retirement age 
Age 65 
Age 60 


Terminated members who have 


elected a deferred pension 


Number of pensioners by type of pension 
Normal retirement 
Early retirement 
Disability pension 
Spouses and children 


Total membership comprising 
Active members, inactive 
members and pensioners 


Number of members 
enroled each year 

Number of members 
terminated each year 

Net increase in membership 


1990 


541 
134 
445 

1,120 


89,645 
49,570 
41,323 
180,538 


81,940 
98,598 
180,538 


157,831 
22,707 
180,538 


7,107 


20,577 
11,760 
2,447 
9,886 
44,670 


232,371 


22,673 


13,133 
9,540 


& 


1989 


85,228 
46,768 
39,002 

170,998 


76,135 
94,863 
170,998 


151,650 
19,348 
170,998 


6,300 


19,739 
10,383 
2,257 
9,308 
41,687 


Alea a, 


22,306 


12,161 
10,145 


1988 


526 
133 
439 

1,098 


81,146 
43,093 
36,614 


160,853 


69,678 
91,175 


160,853 


142,348 
18,505 


160,853 


5,052 


18,955 
8 996 
2,128 
8701 


38,780 


204,685 


23,208 


9,180 
14,028 


FIVE YEAR REVIEW OF PLAN DATA 


1987 


512 
133 
432 

fo 


74,324 
38,373 
33 628 

146,825 


60,579 
86,246 
146,825 


129,292 


17,533 
146,825 


3.908 


18,197 
7,823 
2,025 
8.101 

36,146 


186,879 


18,856 


12,151 
6,705 


1986 


507 
132 
430 

1,069 


71,703 
36,158 
32,259 

140,120 


56,252 
83 868 
140,120 


122,952 
17,168 
140,120 


177,148 


15,563 


10,541 
5,022 
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Over the past 3 years the OMERS Board has proposed to the Ontario Government 
a number of changes to the pension plan, including: 


* guaranteed inflation protection to 75% of the CPI increase (maximum 8% CPI 
increase with a carry-over to future years), funded by a contribution increase of 
0.5% from both members and employers; 


* unreduced pension after 30 years of credited service (within 10 years of normal 
retirement age); 


* a pension payable to the surviving spouse of a post-retirement marriage; 
* individual purchase of pensionable past public or war service. 


The Honourable David Cooke, Minister of Municipal Affairs and Housing, is cur- 
rently considering these amendments to the OMERS plan. Although the change of 
government in Ontario in September necessarily slowed the passage of the propos- 
als, the Board hopes they will be passed in 1991. 


The OMERS December 31, 1989 actuarial valuation, prepared by The Wyatt Com- 
pany, shows that the current contribution levels and financial position of the Fund 
are sufficient to provide for existing OMERS plan benefits. The plan continues to 
have a reasonable actuarial surplus of $991 million. Pension increases and benefit 
improvements have been funded from the plan surplus since 1978. 


The System is still growing. The number of participating employers increased by 
1%, active membership increased by 5.6%, deferred pensions increased by 12.8%, 
and the number of pensioners increased by 7.2%. Pensioners are proportionately the 
fastest growing segment of the System, and their numbers are expected to continue 
to rise faster than the active membership. Further statistical information appears in 
the Five Year Review of Plan Data on page 4, opposite. 


As the OMERS plan continues to grow, we strive to ensure that the service we pro- 
vide to the members, pensioners and employers who make up the System is of the 
highest quality. 


Managed Plans 


OMERS manages, for a fee, the pension plans of Ryerson Polytechnical Institute, 
with a net asset market value of $124.2 million, and the Ontario Colleges of Applied 
Arts and Technology (CAAT), with a net asset market value of $1.3 billion. The 
Ryerson plan has 1,398 members, and 208 pensioners who received benefits of $1.5 
million in 1990. The CAAT plan has 17,938 members, and 2,/59 pensioners who 
received $18.7 million in pension benefits in 1990. 


Actuarial Assets vs Minimum Liabilities 
(§ Billions) 


oo 


1986 1987 1988 1989 1990 


Assets [i Liabilities 2 Surplus i 


Actuarial Valuation Results 


(Millions) as at December 34 
1989 1988 
Actuarial Assets $10,696.00  $9.314.6 
Actuarial Liabilities 9,705.0 8,694.8 
Actuarial Surplus 991.0 619.8 


(see Consolidated Financial Statements, Note 6) 
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FIVE YEAR REVIEW OF FINANCIAL DATA 


Millions 1990 1989 1988 1987 1986 
Investments at market* 
Provincial debentures $1,143.3 $1,205.4 $1,162.4 $1,160.8 DLZoek 
Marketable securities 11,318.2 11,117.4 9,245.4 7,819.4 6,972.8 
$12,461.5 $12,322.8 $10,407.8 $8,980.2 $8,205. 1 
Assets at market* available for 
Basic benefits $11,139.8 $11,163.0 $9,384.7 $8,131.9 $7,411.1 
Supplementary benefits 117.0 NC ML 117A 98.5 86.8 
Administered pension funds 1,462.0 1,466.9 V2 a 1,040.3 936.4 
$12,718.8 $12,739.0 $10,724.0 $9,270.7 $8,434.3 
Investment income earned 
Basic plan $783.3 $916.0 $715.5 $828.4 $716.5 
Supplementary benefits 11.3 Oy 14.7 10.6 a 
Administered pension funds 106.0 122.6 95:0 108.4 927 
$900.6 $1,048.3 $826.0 $947.4 $819.1 
Contributions received for 
Basic plan $683.3 $590.9 $525.1 $477.0 $437.1 
Basic plan unfunded liabilities 39.5 17 19.6 51.6 204 
Supplementary benefits 1.6 i 4.8 SANG) 40 
$720.4 $612.1 $549.5 $532.2 $462.0 
Payments to members 
Pensions paid $278.5 $244.6 $208.4 $165.4 $133.6 
Contributions/interest refunded 53.7 oy ole 3073 30.6 
Transfers to other plans 5.3 41 2a 3.8 dd 
$337.5 $299.9 $242.6 $205.5 $166.4 


Administrative expenditures and recoveries 


Pension programme 


Gross $12.6 $10.6 $8.4 $9.6 $4.2 

Fee recoveries 0.8 Owe 0.7 Oy 0.6 

Net $11.8 Doo $7.7 $4.9 $3.6 
Investment programme 12.7 a7 6.8 6.4 ee 
$24.5 $19.6 $14.5 $11.3 $8.9 


Total Fund annual rates of return 


Dollar-weighted return on 


book value 7.6% 10.2% 9.1% 122% 12.4% 
Time-weighted return on 
market value -3.4% 16.1% 12.1% 5.8% 13.0% 


*Market Value at December 34 


ADMINISTRATION DIVISION 


Meeting New Challenges 


During 1990 OMERS engaged the services of a global custodian bank to fulfil the 
OMERS Fund’s complex needs. The custodian provides securities safe-keeping, trade 
settlement, and reporting services essential to the effective 
administration of the Fund. The diversity and extent of the 


Fund’s investments and the stringent reporting requirements 
of various securities commissions and other government agen- 
cies requires a sophisticated custodian with Canadian and inter- 
national facilities. 


The exhaustive search for a suitable custodian conducted by the 
Administration Division included an evaluation of accounting and 
reporting functions, world wide sub-custodian networks, computer facil- 
ities and automated linkages with clients, internal control systems, and 

cash management capabilities. A rigorous on-site test and the monitoring of a “live” 
situation over an extended period allowed OMERS to test the candidates’ systems 
and problem resolution processes thoroughly. 


The Administration Division also assessed International Investment Manager can- 
didates’ accounting systems, internal controls, and ability to meet reporting require- 
ments. Operating guidelines for external managers were developed to meet the 
increasingly complex administrative services required by regulatory authorities. 


OMERS invested in computerized accounting system enhancements in 1990 to pro- 
vide better information processing. New mortgage accounting software will provide 
more timely information to the mortgage underwriting staff, and the main invest- 
ment accounting software is being upgraded to permit daily valuation of the Fund’s 
investment portfolios. Both systems will be implemented in 1991. 


The administration Division continued the redevelopment of the pension adminis- 
tration computer systems in 1990. This major project will help OMERS meet 
changing Provincial and Federal requirements, and will ensure better service to 


members, employers and pensioners. 


INVESTMENT DIVISION 


Consolidated Investment Fund Assets 
Market Value as at December 31 (000's) 
Debt Investments 

Cash and Short Term 

Ontario Debentures 

Marketable Bonds 

Private Placement - Debt 

Mortgages: * Residential - Insured 
* Commercial - Uninsured 
Total Debt Investments 


Equity Investments 


Stocks 
Canadian: ¢ Internally Managed 
° Index Funds 
¢ Externally Managed 
Foreign: ¢ Internally Managed 
¢ Externally Managed 
Total Stocks 


Private Placements - Equity 
Total Equity Investments 


Real Estate $ 921,158 
Total Fund at Market Value $12,461,510 
Total Returns 

(%) including unrealized gains or losses. 1990 1987-1990 
Ontario Debenture 5.3 8.5 
Marketable Bonds 11.0 9.8 
Mortgages 10.6 10.8 
Private Placement - Debt 13.3 13.4 
Canadian Stocks -13.8 6.0 
Foreign Stocks -4.3 5.4 
Private Placements - Equity -17.3 129 
Real Estate -4.9 8.8 
Portfolio Average Return -3.4 7.4 
ScotiaMcLeod Universe Bond Index Of) 8.9 
TSE 300 -14.8 0.0) 
Morgan Stanley World Index -14.9 46 
Consumer Price Index 4.8 4.5 


1990 


$ 678,149 
1,143,320 
1,122,312 

269,842 
1,113,141 
794,682 


$ 5,121,446 


3,626,067 
955,173 
529,781 
642,763 
398,249 


6,152,033 
266,873 
$ 6,418,906 


1757 


§ 655,565 
1,205,351 
1,148,065 
274,469 
1,178,417 
702,310 

§ 5,164,177 


4,216,280 
677,893 
209,908 
764,474 
420,246 

6,288,801 
296,202 


§ 6,585,003 


§ 573,604 


$12,322,784 


1981-1990 
13.8 
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14.7 

Sis) 
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INVESTMENT DIVISION 


Staying the Course 


1990 was a year of recession in Canada. Global political change and economic 
reversals also marked the year, as change in Eastern Europe and Germany, conflict 
in Kuwait, rising interest rates in Japan and tight credit in the U.S. had a negative 
impact on all major stock markets. AA cta ee, oe 


OMERS Fund 


Cumulative Return 


OMERS uses a disciplined approach to investment, emphasizing fundamental 400 
value and a long term investment horizon. Financial market upswings and down- 
swings are unavoidable. 


Fund portfolios surpassed performance benchmarks in both debt and equity mar- aici aa 


kets. A significant equity investment programme during the second half of the aaa Cas 
year raised the equity component of the Fund and positioned it to gain from 
expected market growth in 1991. OMERS Realty Corporation, formed in 1989, 


added to a diversified portfolio of commercial real estate holdings at advantageous ise irae) tao) ise) eos tden uses en 


prices. OMERS Cumulative Return ial 
CPI Compound Growth ta 


Although the investment portfolio experienced a loss of 3.4% during 1990, the 
OMERS Fund’s 10 year rate of return of 12.3% was more than double the average 
annual increase of 5.9% in the Consumer Price Index, and exceeded the 12.0% 
earned by the median balanced fund in the SEI independent measurement service 
over the same period. OMERS Marketable Bonds 


o% Cumulative Return 
Fixed Income Investments 


The marketable bond portfolio achieved an 11% return in 1990, an exceptionally a aa ie ay 
good result when compared to the ScotiaMcLeod Universe Bond Index return of 
7.5%. The portfolio was restructured to accommodate the addition of an in-house 


index fund and a shift to long bonds offering high rates of return. i ee oe 


The investment strategy of the mortgage portfolio was adjusted to place more com- 
mercial loans outside the Ontario market and to increase the proportion of Govern- 


ment insured loans. Mortgages, which represented 15.3% of the total Fund at year i, eee eo ne 
a . F 4 f Al f li by is id 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 
end, are particularly appropriate in a pension fund portfolio because they provide i ete 


relatively high yields with low risk. ScotiaMcLeod Universe Bond Index lia 


Equity Investments 


Although 1990 was clearly not a good year for equity investors, OMERS main- 
tained its investment discipline, minimizing potential losses and setting the stage 
for enhanced rates of return in the future. Substantial new sums, including $90 mil- 
lion in trading profits, were committed to the equity markets in the third and 
fourth quarters of the year, after the sharp market decline. External managers were 
also required to invest all the funds under their administration, increasing the 


Fund’s new investment late in the year. 


OMERS Canadian Equity 


% Cumulative Return 
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Plan Contributions 
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OMERS Asset Mix 
as of December 31,1990 
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Equity investments outperformed their benchmarks in each market sector. The 
Canadian Core Fund earned a rate of return of -13.7% compared to the TSE 300 rate 
of return of -14.8%, and the U.S. portfolio saw a return of 2.1% compared to Stan- 
dard and Poor’s 500 Index rate of -2.9%. In a year of substantial market weakness 


total equities returned -12.2%. 


OMERS thoroughly reviewed foreign equity investments in 1990 to ensure that 
the investments were well diversified and positioned to achieve optimum rates of 
return. The level of foreign investment permitted to Canadian pension plans is 
expected to increase from 10% to 20% over five years, offering opportunities to 
expand the portfolio. 


A new global asset mix was developed, with 42% of foreign equities to be invested 
in the U.S., 30% in the Pacific, 23% in Europe and 5% in emerging markets. Of the 
total, 80% of foreign assets will be actively managed and 20% will be indexed. 
OMERS will manage the bulk of the U.S. investments internally, while external 
managers were engaged to manage our investments in the other global markets. Io 
initiate this programme, OMERS redeemed its entire U.S. mutual fund portfolio 
early in 1990, when markets reached record highs. These funds, together with the 
proceeds from the sale of some U.S. equities and additional cash allocations, were 
reinvested in the fourth quarter when global equity markets were near their 92- 


week lows. 


Corporate governance issues gained in importance in 1990. OMERS is involved in a 
shareholder dissent proceeding with Xerox Canada, and has been involved in discus- 
sions with corporations adopting “Poison Pill” plans. Fiduciary responsibility 
requires OMERS to support corporate actions that enhance long term shareholder 
values, and to oppose those that do not. 


Real Estate 


OMERS Realty Corporation, a wholly owned subsidiary of OMERS, was incorpo- 
rated in 1989 to hold and manage the Fund’s expanding real estate portfolio. The 
weak commercial real estate markets of 1990 offered attractive buying opportuni- 
ties, and the company initiated its 5 year investment programme with new invest- 
ments in Vancouver, Calgary and Montreal. Real Estate investments, currently 
7.4% of the total Fund assets, are targeted to reach 15% by 1999. 


The Fund adopted an asset mix policy and a long term investment strategy in 1989 
that is designed to meet the plan’s long term liabilities by increasing the proportion 
of equity and real estate investments in the portfolio. OMERS believes that this 
portfolio strategy is best suited to providing the higher rates of return needed to 
meet our inflation driven obligations over the long term. 
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ACTUARIAL CERTIFICATE 


Actuarial Cost Certificate as at December 31, 1990 
for the Ontario Municipal Employees Retirement Board 


The most recent actuarial valuation of the Ontario Municipal Employees Retire- 
ment System was conducted as at December 31, 1989 using the Unit Credit Actuar- 
ial Cost Method, with projection of earnings. Our valuation conformed with the 
Recommendations for the Valuation of Pension Plans adopted by the Canadian 
Institute of Actuaries. 


The results of the actuarial valuation disclosed total Actuarial Liabilities of 
$9,705.163 million in respect of benefits accrued for service prior to December 31, 
1989. The Actuarial Assets at that date were $10,696.047 million indicating an actu- 
arial surplus of $990.884 million. 


The results of the actuarial valuation also indicated that the existing levels of 
employee and employer contributions are sufficient to meet the Normal Actuarial 
Cost of benefits to be earned each calendar year until the next actuarial valuation is 
performed. 


We have considered the likely development of the Actuarial Liabilities during 1990 
taking into account the amendments made to the Plan up to December 31, 1990. 
Further, we have calculated the Actuarial Assets at December 31, 1990. 


We are of the opinion, in accordance with generally accepted actuarial principles, 
that the assets of the Fund at December 31, 1990 are sufficient to meet all the liabil- 
ities of the Plan in respect of services rendered by members up to that date. 


Respectfully submitted 
THE WYATT COMPANY 


Mise 


MUNIR DEWJI, FS.A., ECLA. 
Fellow, Canadian Institute of Actuaries 
March 26, 1991 
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KPMG. Peat Marwick Thorne 


Chartered Accountants 


AUDITORS’ REPORT 


To the Ontario Municipal Employees Retirement Board 


We have audited the consolidated statement of net assets of the Ontario Municipal 
Employees Retirement Fund as at December 31, 1990 and the consolidated state- 
ment of changes in net assets for the year then ended. These financial statements 
are the responsibility of the Fund’s management. Our responsibility is to express an 


opinion on these financial statements based on our audit. 


We conducted our audit in accordance with generally accepted auditing standards. 
Those standards require that we plan and perform an audit to obtain reasonable 
assurance whether the financial statements are free of material misstatement. An 
audit includes examining, ona test basis, evidence supporting the amounts and dis- 
closures in the financial statements. An audit also includes assessing the accounting 
principles used and significant estimates made by management, as well as evaluat- 


ing the overall financial statement presentation. _ 


In our opinion, these consolidated financial statements present fairly, in all material 
respects, the financial position of the Fund as at December 31, 1990 and the results 
of its operations and the changes in its financial position for the year then ended in 


accordance with generally accepted accounting principles. 


Feot Marck 7 lok 


Chartered Accountants 
Toronto, Canada 
March 26, 1991 
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CONSOLIDATED STATEMENT OF NET ASSETS 


SIGNED ON BEHALF OF THE BOARD 


Kiba Arkeveld Member 


7 fil 


TD. Allan, Member 


CONSOLIDATED STATEMENT OF CHANGES IN NET ASSETS 


(000’s) 

Year ended December 31 

INCREASES IN NET ASSETS 

Contributions (note 7) 

Investment income (note 8) 

Unrealized market appreciation of investments 


DECREASES IN NET ASSETS 

Unrealized market depreciation of investments 
Benefits (note 9) 

Administrative expenditures (note 10) 


-_ INCREASE (DECREASE) IN NET ASSETS 
Net assets at beginning of year 
NET ASSETS AT END OF YEAR 


1990 1989 

$ 720,424 $ 612,070 
783,308 915,952 

0 569,823 

1,503,732 —-2,097,845 
1,164,918 0 
337,454 299,939 
24,530 19,647 
1,526,902 319,586 
(23,170) 1,778,259 
11,163,001 9,384,742 
$11,139,831 $11,163,001 
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(000's) EMPLOYEES 
December 31 1990 1989 RCRA SE Sa 
ASSETS ee 
Investments (note 1) $12,461,510 $12,322,784 
Long term receivables (note 2) 132,005 129,713 
Fixed assets (note 3) 1,522 1,423 
Contributions receivable 57,694 51,196 
Accrued income _ 87,831 295,161 
12,740,562 12,760,277 
LIABILITIES 
~ Due to administered pension plans (note 4) 1,461,960 1,466,940 
Provision for supplementary retirement 
benefits (note 5) 117,001 109,051 
Due to brokers 21,770 21,285 
: 1,600,731 1,597,276 
NET ASSETS (note 6) $11,139,831 $11,163,001 


ONTARIO 
MUNICIPAL 
EMPLOYEES 
RETIREMENT 
FUND 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


Year ended December 31, 1990 


General 

The Ontario Municipal Employees Retirement System (OMERS) is a multi-employer 
pension plan which operates as Ontario Municipal Employees Retirement Fund (the 
Fund) as provided in Section 5 of the Ontario Municipal Employees Retirement Sys- 
tem Act (OMERS Act). The System provides pensions for employees of Ontario 
municipalities, local boards, public utilities and school boards (non-teaching staff). 

The Fund is a contributory defined benefit pension plan which is financed by equal 
contributions from participating employers and employees, and by the investment 
earnings of the Fund. The Fund is registered under the Pension Benefits Act of Ontario, 
Registration #C006725. 

The normal retirement age is 65 years for all OMERS members except police officers 
and firefighters who may have a normal retirement age of 60 years. The normal retire- 
ment pension is calculated using a member’s years of credited service while in OMERS 
and the average annual contributory earnings during the member’s highest 5 years of 
earnings. [he pension is integrated with the Canada Tension Plan. 3 

The Pension Benefits Act of Ontario (PBA) requires that participating employers must 
fund the benefits determined under the Plan. In accordance with the PBA the determi- 
nation of the value of these benefits is made on the basis of a periodic actuarial valua- 
tion. | 

In addition to the normal retirement benefit described above for members who meet 
the plan requirements, benefit coverage for early retirement, death benefits, disability 
waivers and benefits, and termination benefits are available. Complete information 
may be found from either the OMERS Act or by contacting OMERS. 


Summary of Significant Accounting Policies 


Consolidation 

Certain of the Fund’s term loan, real estate, mortgage and resource investments. are 
held by wholly owned subsidiaries. The consolidated financial statements include the 
accounts of the Fund and all subsidiaries. 


Investments 

Investments are stated at market value and are recorded as of the trade date. Securities 
are valued at year end quoted market prices where available. Where quoted market val- 
ues are not available, estimated values are calculated by discounting cash flows based on 
market yields, using cyclical real estate appraisals, or comparative securities. 

Gains and losses on disposal of investments are credited or charged to investment 
income. Investment income is recorded on the accrual basis. 


Fixed Assets | 
Computer equipment is recorded at cost and is depreciated on a straight-line basis over 
five years. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT.) 


(000's) 
4. Investments 
1990 1989 
Market Value Cost Market Value Cost 
Cash and short 
term deposits $678,149 $ 678,149 $ 655,565 $ 655,565 
Canadian bonds 
and debentures 2,265,632 2,418,111 2,303,416 2,440,508 
~ Term loans 269,842 261,264 274,469 268,928 
Mortgages 1,907,823 1,885,169 1,880,727 1,831,917 
Canadian equities 5,111,021 5,170,960 9,104,081 4 203,600 
Non-Canadian equities 1,041,012 931,718 988,619 782,046 
Mutual funds 0 0 196,101 142,877 
Real estate 864,625 833,972 497,042 400,661 
Real estate debentures 56,533 56,533 76,962 62,241 
Venture capital 82,968 85,408 93,289 97,047 
Resource properties 75,220 77,992 79,507 74,626 
Private placements equity 108,685 137,671 123,406 115,605 


$12,461,510 $12,536,547 $12,322,784 $11,075,221 


Canadian bonds and debentures include Province of Ontario debentures having a 
cost of $1,293,025 (1989 - $1,293,025), bearing a weighted average interest rate of 
9.07% and maturing at various dates beginning on December 81, 1993 through 
December 31, 2006. 

At December 31, 1990, the Fund held individual investments whose market or cost 
value exceeded 1% of the market or cost value of investments in total: 


Number of 1990 Aggregate 
Investments Market Value Cost 
Canadian equities 9 $1,616,801 $1,438,859 
Real estate under development 1 197,395 190,492 
$1,814,196 $1,629,351 


2. Long term Receivables 

Under the terms of the OMERS Act certain participating employers have entered 
into agreements with the Board for the provision of supplementary benefits for past 
service. Each employer is responsible, individually, for the funding of such benefits 
based on separate actuarial valuations. Amounts due from employers in respect of 
these agreements are recorded as long term receivables to be paid, with interest, 


over a period not to exceed fifteen years. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT.) 


(000’s) 
3. Fixed Assets 
1990 1989 
Cost Accumulated Net Net 
depreciation 
Computer equipment $3,473 $2,167 $1,306 $1,309 
Computer software 200 67 133 0 
Other equipment 153 70 83 ee 
$3,826 $2,304 $1,522 + $1,403: 


4. Due to Administered Pension Plans 

The administered pension plans which form part of the Fund, are administered on 
behalf of the Ontario Council of Regents for Colleges of Applied Arts and Technolo- 
gy, the Ryerson Polytechnical Institute, and the Minister of Energy for the Province 
of Ontario (The Ontario Hydro Guarantee Fund), and are credited with amounts 
based upon their proportionate share of the investments of the Fund, at market 
value. The Ontario Municipal Employees Retirement Board is authorized under the 
terms of the various management agreements to recover its expenses for adminis- 
tering the aforementioned plans. 


5. Provision for Supplementary Retirement Benefits 

Certain participating employers have entered into agreements with the Board for pro- 
vision of supplementary retirement benefits in addition to those provided by OMERS. 
Funding is provided by additional contributions. An actuarial valuation is performed 
every three years. Where actuarial liabilities exceed actuarial assets for individual 
groups a series of special payments has been established to eliminate the deficiency. 
The most recent actuarial valuation was performed at January 1, 1987. On an overall 
basis the actuarial assets exceeded the actuarial liabilities for the participating groups. 


6. Net Assets 

The actuarial valuation was conducted as of December 31, 1989 and has been extrapo- 
lated to December 31, 1990. The projected unit credit method prorated on services, 
and certain funding assumptions were used in the valuation and the extrapolation. 
The actuarial value of net assets available for benefits has been determined using total 
assets at cost adjusted for the average difference between market value and cost of 
equity and real estate investments over the last five year period. The objective of this 
process is to smooth out the effects of market volatility by averaging market values for 
equities and real estate while reflecting long term trends. 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT:) 


(000’s) 
6. Net Assets (cont.) 


The actuarial present value of accrued pension benefits includes benefits for active 


members, pensioners and deferred vested pensioners. 


The results of the actuarial valuation on December 31, 1989 indicate that the existing 


levels of member and employer contributions are sufficient to meet the normal actuar- 


ial cost of benefits earned during 1990. 


1990 

Market value of net assets at end of year $11,139,831 
Add/(Deduct) market value changes not reflected 

in actuarial value of net assets 604,169 
Actuarial value of net assets at end of year $11,744,000 
Actuarial present value of accrued pension benefits ese 

at beginning of the year $ 9,705,000 
Ad hoc increases to pension benefits 171,000 
Change in actuarial assumptions 0 
Interest accrued on benefits 651,000 
Benefits accrued 611,000 
Benefits paid (272,000) 
Experience losses 116,000 
Actuarial present value of accrued pension benefits i 

at end of the year $10,982,000 
Excess of actuarial value of net assets over actuarial ees 

present value of accrued pension benefits $ 762,000 
7. Contributions 

zs 1990 

Members $ 336,430 
Employers, current service 336,430 
Employers, long term receivables and interest 

thereon (note 2) 35,468 
Transfers from other pension plans 10,468 
Supplementary retirement benefits (note 5) 1,628 

$720,424 


1989 
$11,163,001 


(467,001) 


$10,696,000 


§ 8 695,000 


101,000 


(94,000) 
584,000 
541,000 
(238,000) 
116,000 


poet 


1989 
§ 292,454 
292.454 


19,654 
6,020 

1,488 

~ $612,070 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT.) 


(000’s) 
8. Investment Income 


Short term deposits 
Canadian bonds and debentures 
Term loans 

Mortgages 

Canadian equities 
Non-Canadian equities 
Mutual funds 

Real estate 

Real estate debentures 
Venture capital 
Resource properties 
Private placements 


Realized capital gains 
Less income credited to: 


Administered pension plans 
Provision for supplementary retirement benefits 


9. Benefits 


Members’ pensions 
Members’ contributions plus interest refunded 
Transfers to other pension plans 


10. Administrative Expenses 


Personnel services 
Transportation & communication 
Actuarial services 


Audit services 


Legal services 

Other professional services 
Other purchased services 
Materials & supplies 


1990 
$ 90,908 
228,157 
31,187 
206,091 
200,889 
28,386 
630 
32,337 
3,144 
(493) 

681 


3,861 


825,778 


74,846 


900,624 


(105,963) 


(11,353) 
$783,308 


1990 
$278,462 
53,730 


5,262 
$337,454 


1990 
$12,830 
1,082 
649 
268 
520 
718 
6,123 


3,159 


$25,349 


Less: Management fees from administered pension plans 819 


$24,530 


1989 
§ 56,546 
270,827 
32 336 
220,211 
160,117 
25,951 
19,523 
16,045 
9.357 
(1,965) 
1,919 


6,801 


817,668 


230,635 


1,048,303 


(122,641) 
(9,710) 


$ 915,952 


1989 
$244 639 
51,172 


4,128 
$299,939 


1989 
$ 9,497 
846 
475 
271 
132 
1,906 
A'505 


2,731 


$20,383 
736 


$19,647 
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EMPLOYEES 


J fos: Municipal 
Employees Retirement 
System (OMERS) was established 
in 1962 by the Ontario Govern- 
ment as a multi-employer pension 
plan for employees of local govern- 
ments in Ontario. Some 1,114 munici- 
palities, local boards and school boards 
participate in the OMERS plan. 
OMERS also manages the pension 
plans of Ryerson Polytechnical Insti- 
tute and the Colleges of Applied Arts 
and Technology. 

Managed by a Board appointed by 
the Ontario Government, OMERS is 
operated by and for municipal 


employees. Nine members of the 


Board.are employees of partici- 
pating employers, two mem- 
bers are elected or appointed 
officials of municipalities or 
local boards, one member is a 
pensioner, and one member is a 
Provincial official. 

OMERS is a contributory defined 
benefit pension plan financed by equal 
contributions from participating 
employers and employees, and by the 
investment earnings of the OMERS 
Fund. OMERS is committed to pro- 
viding appropriate and secure pension 
benefits for plan members while keep- 
ing member and employer contribu- 


tion rates reasonable and stable. 
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Chair 


S fie announcement of 
the passage of the long- 
awaited amendments to the 
OMERS Act and Regulation 
by the Honourable Dave 
Cooke, Minister of Munici- 
pal Affairs, in December was 
the highlight of 1991. The 
Board is very pleased that 


these excellent improve- 


PASSAGE OF THE 
LONG-AWAITED 
AMENDMENTS 

TO THE OMERS 


ACT AND 
REGULATION 
WAS THE 
HIGHLIGHT 
fo) am oko 


such time as the plan sur- 
plus recovers to an appro- 
priate level. 

Service remains a priority 
for the OMERS plan. Rede- 
velopment of the OMERS 
pension computer system, 
which processes and stores 
pensioner information, is in 


progress. The renewed sys- 


ments and additions to the 
OMERS plan are now in force. 
Changes to the plan include the 
introduction of guaranteed pension 
indexing, individual prior service buy- 
backs, a 30 year early retirement provi- 
sion, and the extension of spousal ben- 
efits to spouses of post-retirement mar- 
Other 
OMERS into compliance with the 


riages. amendments bring 
Ontario Pension Benefits Act and the 
Income Tax Act. 

The cost of these improvements to 
the plan, projected by our actuary as 
approximately $3.4 billion, will be 
paid from the plan surplus, enhanced 
long term investment returns, and the 
first contribution rate increase for 
members and employers since 1978. 

The first pension increase under the 
new indexing provision was effective 
January 1, 1992 and was equal to 
100% of the 
September 1990 to September 1991. 

The changes were the most exten- 
sive to the OMERS Act and Regulation 


since 1978. As a result of the magni- 


inflation rate from 


tude of the expense, no further benefit 
improvements other than inflation pro- 


tection increases are anticipated until 


tem will improve and speed 
up Our service to pensioners. 

In 1991 we transferred our mar- 
ketable investment portfolio assets to 
the master custodian bank we chose in 
1990. The custodian bank serves the 
Investment Division’s increasingly 
complex needs. We improved our 
investment reporting and cost efficiency 
under the new arrangement. 

We also initiated a new budget pro- 
cess in 1991. Programme budgeting 
will improve our ability to measure and 
control growth, and to compare our 


efficiency with similar organizations. 


THE OMERS Funpb 

Improved global equity markets 
and falling domestic interest rates 
combined to provide excellent returns 
for the OMERS Fund in 1991. The 
total return for the year was 14.1%, 
and the total investment assets at mar- 
ket value had reached $14.8 billion at 
December 31, 1991. 

Fixed income investments saw a 
return of 18.7% in 1991, Canadian 
equity portfolios returned 12.3%, and 
19.6%. 


Reflecting weak markets, real estate 


foreign equities returned 
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returned 0.1%. OMERS Realty Corpo- 
ration took advantage of market condi- 
tions by continuing to invest in prop- 
erties at attractive prices. 

Most international, as well as Cana- 
dian, financial markets continue to 
offer good value. By maintaining 
investment discipline and emphasizing 
fundamental value, diversification, and 
a long term investment horizon, 
OMERS expects to see good returns 


continue in 1992 and beyond. 


THE BOARD 

During the year we welcomed Gary 
Mugford, a firefighter with the City of 
Toronto to the Board. We also said 
goodbye to long-standing member and 
past Chairman Patrick Burke, and to 
Ron Clark. We look forward to wel- 


EMPLOYEES RETIREMENT BOARD 


coming three new members in 1992, 
two of whom will fill new positions 
when the OMERS Board expands to 
thirteen members. One of those two 
will be an OMERS pensioner, and the 
other will be an officer of a participat- 
ing employer. 

The Board is pleased with the suc- 
cess it has had in meeting the chal- 
lenges of the last two years, and looks 
forward to the implementation of the 
plan amendments in 1992, the 30th 
anniversary of OMERS. 


ya 


T.D. Allan 
Chair 
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FPiruweée Year 
Review of 
Pia ht TDi ha 
1991 1990 1989 1988-1987 
Employers 
Municipalities 536 541 D2 526 512 
School boards 13) 134 134 13 135 
Other local boards 447 — 445, 442 439 © 432 
14114 1,120 —-1,108 _—*1,098__1,077 
CG ontributing Members by employer - 
Municipalities 92,870 89,645 85,228 81,146 74,824 
School boards 52,107 49,570 46,768 43,093 38,373 
Other local boards 42,361 41,323 39,002 36,614 33,628 
Inactive groups 129 : 
187,467 180,538 170,998 160,853 146,825 
by sex [on Ase a + 
Female 86,903 81,940 76,135 69,678 60,579 
Male 100,564 98,598 94,863 91,175 86,246 
187,467 180,538 170,998 160,853 146,825 
by normal retirement age 
Age 65 164,306 157,831 151,650 142,348 129,292 
Age 60 23,161 22,707 19,348 18,505 17,533 
187,467 180,538 170,998 160,853 146,825 
Terminated members who have 7 se 28 7 = 
elected a deferred pension Tes WA C200 mm 022 3,908 
Number of pensioners by type of pension : . - 
Normal retirement Dik? 9 ee Oa, 19,739 = 18,955 18,197 
Early retirement 12,994 11,760 10,383 8,996 7,823 
Disability pension 2,546 2,447 Dori DAS, A025 
Spouses and children 10,494 9,886 9,308 8,701 8,101 
‘47,331 44,670 41,687 __38,780__ 36,146 
Total membership comprising 
Active members, inactive ens 7 7 we A 
members and pensioners 242,242 232,315 218,985 204,685 186,879 
Number of members 
enrolled each year 16,532 22.673 22,306 23,208.) 18,856 
Number of members 
terminated each year 9,00} meeloslos o12,161 OL S0meeZ LoL 
Net increase in membership 6,929 9,540 10,145 14,028 6,705 
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future 
THE OMERS P Lan = guaranteed increase in any 
Re passage of the GUARANTEED year of 6%; and 
amendments to the m an additional ad hoc 


OMERS Act and Regula- 
tion was, for OMERS, the 
major event of 1991. Some 
of the amendments, summa- 
rized below, constitute 
major changes in the plan 
benefits, and some are “housekeeping” 
changes that bring the OMERS plan 
into compliance with Provincial and 


Federal legislation. 


Guaranteed Pension Indexing 
Guaranteed inflation protection 
became a permanent benefit of the 
OMERS plan effective January 1, 
1992. Annual pension increases will be 
composed of: 
® a guaranteed inflation increase equal 
to 70% of the Consumer Price Index 
(CPI) increase measured from Septem- 


ber to September, up to a maximum 


INFLATION 
PROTECTION 


WILL, BE A 
PERMANENT 
BENEFIT OF THE 
OMERS PLAN 


WE'RE STILL GROWING 


1991 1990 % Change 
Participating Employers 1,114 1,120 -0.5% 
Active Members 187,467 180,538 
603, 


“top-up” increase which 
may be recommended by 
the Board and approved by 
the Province when the plan 
surplus permits. 

Any guaranteed increase 
in excess of the 6% maximum will be 
carried forward to future years. 

Indexing applies to all pensions cur- 
rently being paid, deferred pensions, 
and disability waiver earnings. 

The January 1, 


increase of 5.47% was equal to 100% 


1992 pension 


of the inflation rate for the period 
September 1990 to September 1991. 
The increase was composed of two 
parts: a 3.83% increase equal to 70% 
of the CPI increase, and a 1.64% ad 
hoc “top-up” recommended by the 
OMERS Board and approved by the 


Ontario Government. 


+3.8% 


The System is still growing, although the rate of growth has slowed in recent 
years. The number of pensioners continues to grow at a faster rate than active 
members; a trend that is expected to continue until early next century. 


ONTARIO MUNICIPAL 


Contribution Rate Increase 

The cost of inflation protection will 
be financed through the plan surplus 
(which will cover the more than $2 
billion past service cost of benefits 
earned to date), enhanced long term 
investment returns, and a contribution 
rate increase for both members and 
employers of 0.5% of contributory 
The 


increase was effective January 1, 1992. 


earnings. contribution rate 


30 Year Early Retirement 

The 30 year early retirement provi- 
sion permits all active members within 
10 years of their normal retirement age 
and having 30 years of qualifying ser- 
vice to retire early with an unreduced 
pension. This benefit was previously 
available to some members through a 


Supplementary Agreement. 


Individual Buy-Backs 

Any active OMERS member may 
buy back prior Canadian public and 
war service, within certain limits, as 
credited service in the OMERS plan. 
The Buy-Back provision was effective 
December 20, 1991. 


Ryerson CAAT 
Members 1,366 18,106 
Pensioners APD) 3,024 


OMERS manages, for a fee, the pension 
plans of Ryerson Polytechnical Institute 
and the Ontario Colleges of Applied Arts 
and Technology (CAAT). 
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The cost, calculated by OMERS and 
paid entirely by the member, is the cost 
of the additional pension the plan will 


pay for the member's added service. 


35 Year Maximum Service 

From January 1, 1992 members 
who have 35 years or more of credited 
service will no longer be required to 
contribute to the OMERS plan. 
OMERS will continue to record con- 
tributory earnings and use them in the 
calculation of pensionable earnings 
after the member has passed the 35 
year service maximum and has stopped 


contributing to the plan. 


Maximum Pension 

From January 1, 1992 the amount 
of pension an OMERS member may 
earn in a calender year will be 
“capped” by the Income Tax Act. Con- 
tributions to OMERS will also be 
capped. The maximum will not apply 
to credited service that occurred prior 
to January 1, 1992, and the pension 
for pre-1992 service will still be calcu- 
lated using actual pensionable earnings 


with no cap. 


1991 OMERS PENSION PROFILE 
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Marriage After Retirement 

The OMERS 60% spousal benefit is 
now available to the spouse of a deceased 
pensioner whose marriage took place 
after the member's retirement. OMERS 
will recognize post-retirement mar- 
riages which occurred before the effec- 
tive date of this policy change, alchough 


there will be no back payments. 


Surplus/Deficit Sharing 

In the event that any surplus is 
withdrawn from the OMERS plan, it 
will be shared 


employers and members. Plan deficits 


equally between 


will also be shared equally through 
adjustments to contribution rates. This 
reflects the long-standing policy of 


equal sharing of contributions. 


Other Changes 

Some amendments bring OMERS 
into compliance with other legislation. 
For example, “spouse” will now be 
defined exactly as 
it is in the Pension 


: Millio 
Benefits Act; the ee 


child of a member 
who dies on or 
after January 1, 
1992 must meet a 


new definition of a 


10.5 
9.0 
eo 


6.0 


ACTUARIAL VALUATION RESULTS 


ACTUARIAL ASSETS VS MINIMUM LIABILITIES 


($Billions) 
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dependent child to claim a survivor 
benefit; and a member who becomes 
disabled on or after January 1, 1992 
must meet a new Revenue Canada 
definition of disability to claim a dis- 
ability pension. 

The changes were the most exten- 
sive to the OMERS Act and Regula- 
tion since 1978, and the Board is very 
pleased that these excellent improve- 
ments and additions to the OMERS 
plan are now in force. We look forward 


to implementing the changes in 1992. 


The Actuarial Valuation 

The OMERS Actuarial Valuation at 
December 31, 1990, conducted by the 
Wyatt Company, shows that the cur- 
rent contribution levels and financial 
position of the Fund are sufficient to 
provide for existing plan benefits. 

This valuation does not include the 
effects of the plan amendments of 
December 20, 1991. Taking into 
account the plan 


changes, The pro- 


as at December 31 


1990 1989 


jected plan surplus 


at December 31, 
L199 lis $99 mrl= 


lion, a reasonable 


surplus level. 
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Fiv 
Rev 


e Year 
tew of 


Financial Data 


Millions 1997 1990 19389. 1988 1987 
Investment at market value at December 31 ; — 
Provincial debentures $1,301.3 $ 1,143.3 $ 1,205.4 $ 1,162.4  $1,160.8 
Marketable securities 13,490.09 Tisi82 5 1s A 9,245.4 7,819.4 
$14,792.2 $12,461.5 $12,322.8 $10,407.8 _ $8,980.2 
Assets at market value at December 31 available for " 7 _ 
Basic benefits $13,091.3 $11,139.8 $11,163.0 $9,384.7 $8,131.9 
Supplementary benefits 128.2 0 109.1 tiles 98.5 
Managed plans yao) 1,462.0 1,466.9 P2222) 5 1,040.3 
$14,938.8 $12,718.8 $12,739.0 $10,724.0 _ $9,270.7 
Investment income earned 
Basic plan $763.4 $783.3 $916.0 $715.5 $828.4 
Supplementary benefits 9.2 Lies 9.7 14.7 10.6 
Managed plans 101.4 106.0 122.6 0) Seen el0S4 
$874.0 $900.6 $1,048.3 $826.0 $947.4 
Contributions received for | : 7 —_ 
Basic plan $764.6 $683.3 $590.9 $525.1 $477.0 
Past service 18.2 BO) 19.7 19.6 DileG 
Supplementary benefits 0.8 1G 1) 4.8 3.6 
$783.6 $7204 $612.1 $549.5 $932.2 
Payments to members : _ earn 
Pensions paid $327.9 $278.5 $244.6 $208.4 $165.4 
Contrib./interest refunded 42.7 aoa ply 514 363 
Transfers to other plans Wee Dee) 4 2) 3.8 
“$383.8 $337.5 $299.9 _——*$242.6 $205.5 
Administrative expenditures and recoveries 7 . = ad ; 
Pension programme 
Gross $14.0 $12.6 $10.6 $8.4 $5.6 
Fee recoveries 2.0 0.8 0.7 0.7 0.7 
Net $12.0 $11.8 $9.9 $7.7 $4.9 
Investment programme 1447 1297 9.7 6.8 6.4 
$264 «$245 $19.6 HAS BLS 
Total Fund annual rates of return 
Dollar-weighted return 
on book value 6.6% 7.6% 10.2% 9.1% 12.2% 
Time-weighted return 
on market value 14.1% -3,4% 16.1% 121% 5.8% 
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ADMINISTRATION 


See remains a priority 
for the OMERS plan. 


The goal of the redevelop- 


‘THE GOAL 
OF THE 
REDEVELOPMENT 
PROJECT IS TO 


ment of our pension com- 
puter system is to signifi- 
cantly improve service to our 
members, employers, and 
pensioners by providing 
more information, more quickly and 
more efficiently. This is a key project 
for both the Pension and Administra- 
tion Divisions. 

The whole project is very complex 
and will take several years to complete. 
The first phase, the redevelopment of 
the pension payroll system, was the 
focus of our attention in 1991. It will 
be completed in the autumn of 1992. 

OMERS adopted a new budget 
approach in 1991. The “programme 
budget”, designed to improve specific 
cost tracking and analysis, will allow 
us to measure the effort being directed 
to each of our main activities more 
effectively. It will also improve our 
ability to assess the impact changes 


will have on our operating budgets. 


EMPLOYEES 


SIGNIFICANTLY 
IMPROVE 
SERVICE 


RETIREMENT BOARD 


OMERS was originally 
designated as a financial 
institution for GST purpos- 
es, a designation that added 
significantly to our project- 
ed operating costs. After 
lengthy negotiations we 
achieved “zero-rated” status 
as an agency of the Province 
of Ontario. This change will allow us to 
save an estimated $1.5 million annually. 

Our new master custodian bank, 
selected in 1990, was installed without 
disruption to our financial systems. 
Approximately $9 billion in assets in 
twenty-one separate portfolios were 
transferred from five previous custodian 
banks. This conversion was one of the 
largest ever in Canada. 

OMERS is pleased with the perfor- 
mance of the custodian bank which is 
achieving our accounting and adminis- 
trative objectives economically. The 
new arrangement gives OMERS better 
control over cash and securities pro- 
cessing; more accurate, timely, and rel- 
evant reports; and better service to our 


investment managers. 


GLOBAL DISTRIBUTION OF HOLDINGS 


(% of total Fund at market value) 


- 
Finland 0.0) 

Sweden!) 11" 

~ Denmark 0.02% 
atl Norway ©." 


~~ Germany 0.41% — 
Switzerland 0.25% — |» 


United Kingdom 0.99" 


Belgium!) 


Netherlands 0).25° 
France 0.43% 


Greece 0.01" 
Turkey 0.07" 


Venezuela 
0.01% 


, § 


a 


Y Pe eee 2.38% 
Korea 0 03° 


eo Taiwan 0.07% 
A ee ee Hong Kong 0.39" 


a Philippines 03° 


‘ ‘\ Malaysia 0.14% 
Singapore - ye 
0.17% & 


Indonesia 
0.04% 


Pakistan 
0.02% 


Australia 
0.44% 


New Zealand 
0.03% 
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CONSOLIDATED INVESTMENT ASSETS 
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Market Value as at December 31 (000°) LOO AED 
Fixed Income Investments 
Cash and Short Term $693,261 $678,149 
Ontario Debentures 1,301,287 1,143,320 
Marketable Bonds 1,409,978 1122 312 
Private Placements - Debt 296,609 269,842 
Mortgages: ° Residential - Insured 1,047,307 PS iA 
e Commercial - Uninsured 929,774 794,682 
Total Fixed Income Investments $5,678,226 : _ $5,121,446 
Equity Investments 
Stocks 
Canadian: ¢* Internally Managed $4,075,620 $3,626,067 
e Index Funds 1,065,332 OS 73 
e Externally Managed 602,365 529,781 
Foreign: ¢ Internally Managed 786,603 642,763 
e Index Funds 244,947 0 
e Externally Managed 788,247 98240 
Total Stocks 7503, 45 6,152,033 
Private Placements - Equity 182,402 266,873 
Total Equity Investments See 16 $6,418,906 
Real Estate $1,368,418 $921,158 
Total Investments at Market Value $14,792,160 $12,461,510 
TOTAL RETURNS 
(%) including unrealized gains or losses 1 year 4 years 10 years 
Bonds & Debentures 24.0 13.9 ie 
Mortgages 16.7 12.5 159 
Private Placements - Debt 8.9 12a es) 
Canadian Stocks 23 7.9 EA 
Foreign Stocks 19.6 10.8 15.0 
Private Placements - Equity i) -1.6 4.2 
Real Estate 0.1 : Po2 8.0 
Portfolio Average Return (ee eer 13sf 
ScotiaMcLeod Universe Bond Index 22 a2 16.0 
TSE 300 12.0 6.5 10.0 
World Index* 20.8 SRO Se: 
Consumer Price Index ahs) 4S 48 


*Morgan Stanley World Index & Salomon Russell Global Index 
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THE FUND 
| Vinancial markets fared 


reasonably well although 


1991 PROVED 
CONSIDERABLY 
MORE 


conflict, political instability, 
and recession or weak eco- 
nomic growth characterized 
1991 around the world. The 
conflict between the West- 
ern powers and Iraq, the 
Ghandhi era ending in India, South 
Africa apparently renouncing apartheid, 
and the collapse of the Soviet Union 
with an attendant realignment of politi- 
cal and economic loyalties all gave rise 
to the prediction of a “new world 
order”. Global equity markets were par- 
ticularly volatile, but annual returns 
proved to be substantially higher than 
those of 1990. 

In Canada, conditions were exacer- 
bated by falling export revenues and 
employment. The Canadian economy 
contracted by 1.5% after minimal 
expansion in 1990, dampening infla- 
tion so that the Consumer Price Index 
increased only 3.8% in the 1991 calen- 
dar year. 

Despite the weak economy, the 
Toronto Stock Exchange 300 Index 
gained 12% in 1991. Canadian fixed 


income securities produced exceptional 


returns as the Bank of Canada lowered 


rr portfolio manage- 


(Cumulative Return) 


interest rates dra- 
matically. Several | ; 
factors, but partic- 
ularly the drop in 
the inflation rate, 


caused the decline 


in short and long 
term interest rates. 
Key lending rates 
in America fell to 
their lowest level 


in more than 20 


EMP LOVEES 


REWARDING 
TO EQUITY 
INVESTORS THAN 
1990 


1 


RETIREMENT ® 0 A RD 


In Canada, 


month Treasury Bills started 


years. three- 
the year around 10.5% and 
ended near 7.0%. The fall in 
the chartered banks’ prime 
rate from 12.75% to 8.0% - 
a drop of 475 basis points - 
was even sharper. 

OMERS maintained its 
investment discipline, emphasizing 
fundamental value, diversification, and 
a long term investment horizon. At 
14.1%, investment returns increased 
significantly over the previous year’s, 
reflecting improved conditions in 
equity and, more particularly, fixed 
income markets. 

Our total returns substantially out- 
performed our Consumer Price Index plus 
4.25% real return requirement during 
1991, as well as over four and ten year 


periods. 


Bonds & Mortgages 

With the dramatic drop in interest 
rates, the Marketable Bond Portfolio 
earned a return of 22.7%, with an 
average return of 14.2% over four 
years, and 16% over ten. The perfor- 
mance of the Marketable Bond Portfo- 
lio in 1991 reinforces our belief that a 


disciplined, quantitative approach to 


ment adds value 
over the short and 
long term. 
OMERS estab- 
lished an in-house, 
long government 
bond index fund 
of $141 million in 
May, 1991. This 


fund, one of the 


first in Canada and 
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undoubtedly the largest, has 
successfully tracked its refer- 
ence index, the Burns Fry 
Bond 


Index, since its inception. 


Long Government 


We also continued term 
by 


maturing mid-term instru- 


extension replacing 


EMPLOYEES RETIREMENT 


A RATE OF 
RETURN OF 
21.6% 
IN 1991 


BOARD 


placed the bulk of new 


THE SMALL 
(OVN Thy Vey4-Wale)y| 
FUND EARNED 


investment in the latter 


part of the year. 


Canadian Equtty 
The Canadian Core Fund, 
which comprises the major- 


ity of our Canadian equity 


ments with longer term 
bonds. 

Since OMERS never participated in 
the speculative mortgage lending of 
the 1980’s, our Mortgage Portfolio 
continues to perform well, with a 
16.7% return in 1991 in spite of the 
difficult economic conditions. New 
underwritings emphasized higher 
quality loans, but still produced a sub- 
stantial yield advantage over Govern- 
ment of Canada bonds. 

The total fixed income investment 
return was 18.7%, reflecting the 


exceptional decline in interest rates. 


Equity Investments 

Equity investments proved consider- 
ably more rewarding in 1991 than in 
1990. In spite of great volatility, equity 
markets generally earned satisfactory 
rates of return, although they trailed 
fixed income markets, particularly in 
Canada. 


We committed 


OMERS MARKETABLE BONDS 


investments, is structured 
to provide a high dividend yield, with 
a high return on equity and internal 
growth rate relative to the TSE 300. 
The Fund earned 12.4% in 1991, with 
an average return of 8.3% over four 
years and 11.5% over ten years - all 
significantly higher than the TSE 300. 
We have adopted a slightly more 
aggressive portfolio diversification by 
increasing holdings of companies that 
will derive a direct benefit from an 
improvement in business conditions, 
and we expect to continue this strategy 
it 9028 

The Small Capitalization Fund, 
already the largest of its kind in Canada, 
achieved a significant increase in total 
assets through the investment of some 
$35 million in new funds and through 
market appreciation in the value of its 
holdings. The portfolio earned a rate of 
return of 21.6% in 1991. 

In spite of substantial price appreci- 


ation, this sector 


a minimum of | ,, (Cumulative Return) of the market 
new funds to | 4o | continues to offer 
Canadian and for- | 35 good investment 
eign markets dur- | 3.0 value. We intend 


ing the first quar- | 25 
ter, when markets | 2.0 
were particularly 
strong. In accord 
with our invest- 


ment 


discipline 


and approach, we 


1 


to commit addi- 
tional funds in 
1992. The portfo- 


lio is well diversi- 


fied, has attractive 
investment char- 


acteristics, and 
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can be expected to produce 
superior rates of return in 
the future. 

Externally managed funds 
also performed satisfactorily. 


Canadian equity index port- 


EMPLOYEES 


LATIN AMERICAN 
AND SOUTH 
East ASIAN 

MARKETS, 


RETIREMENT BOARD 


which should bring our 
commitment to passive 
equities up to our target 
level of 20% of marketable 


equities. 


PARTICULARLY 


HONG KONG, 
WERE STRONG 


folios were fully funded in 
1991 and produced returns 
that closely followed the 
TSE 300. 


Foreign Equity 

Implementation of our new foreign 
equity structure, begun in 1990, was 
completed. Additional managers were 
chosen for the European markets, for 
emerging markets, for U.S. small capi- 
talization stocks, and for international 
index portfolios. 

Funding of the International Index 
Fund began in April. By year end it 
was valued at $247 million, with 47% 
committed to Europe and 53% to the 
Pacific. 

Emerging and Pacific rim markets 
earned very attractive rates of return in 
1991. Latin American and South East 
Asian markets, particularly Hong 
Kong, were strong performers during 
the year. 

The U.S. equity market provided 
among the highest returns in 1991 of 
all the 


tional 


interna- 
markets. | 30 
The OMERS USS. 
Portfolio achieved | ~” 
a rate of return of 
25.5%, the high- 
est of all our port- 
folio segments. 
We expect to 
establish the U.S. 
part of our Index 


L992. 


Fund in 


OMERS CANADIAN Equity 


(Cumulative Return) 


Private Placements 


The status of the Private 


PERFORMERS 


Placement portfolios was 
reviewed during 1991. The study con- 
firmed that OMERS commitment to 
privately placed, non-marketable debt 
and equity investments will provide 
portfolio diversification while offering 
potentially high rates of return over the 
longer term. The review also led to 
OMERS adopting a more disciplined 
and structured approach to initiating 
new investments and managing private 
placement debt and equity portfolios. 
We are now investing in companies 
with a proven track record and a higher 
credit rating. Better review and control 
procedures have been established. 

Private Placement Equity holdings 
declined as we sold venture capital 
investments and other holdings, and as 
soft business conditions necessitated 
writedowns. 

The average size of new commit- 
ments in the Private Placement Debt 
portfolio was significantly higher than 
in previous years, 


reflecting our 


new strategy of 
investing greater 
amounts in more 
substantial com- 
panies. The sever- 
ity of the reces- 
sion also required 


writedowns against 


the debt portfolio. 
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Real Estate 

Although 1991 was an extremely 
difficult year for developers and land- 
lords, the recession has provided a 
unique opportunity for OMERS Realty 
Corporation to acquire outstanding 
real estate investments at low prices, 
particularly in Alberta and Ontario. 

As of December 31, 1991, the mar- 
ket value of the portfolio increased to 
$1,368.4 million, about 9% of the 
market value of the total OMERS 
Fund. Of the real estate portfolio 
approximately 62% is in operating 
office buildings, 23% is in operating 
retail properties, and 15% is in land or 
projects under construction. Diversi- 
fied geographically, the portfolio hold- 
ings are 8% in British Columbia, 16% 
in Alberta, 72% in Ontario, and 4% 
in Quebec. 


Other Issues 
OMERS asset mix policy was 
reviewed in the fall. The Statement of 


Investment Policy and Goals, amended 


OMERS ASSET MIx 


as at December 31, 1991 


1% 
a Private Placements; 
eal Eauj 
Estate ey 12% 
Foreign 
Stocks 


5% 
Cash & 
Short Term 


1 
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to incorporate the Conflict of Interest 
Guidelines adopted in July 1991, was 
reaffirmed as required under the 
Ontario Pension Benefits Act. A major 
policy initiative for 1992 will be the 
comprehensive review of OMERS asset 
mix, particularly as it relates to foreign 
investment. 

Other initiatives include feasibility 
studies examining the possible in- 
house management of global equities 
and Canadian indexed funds. OMERS 
is also reviewing and refining its 
approach to corporate governance 
issues. 

Political events in 1992, like the 
British and American elections or fur- 
ther constitutional discord in the Com- 
monwealth of Independent States, may 
well have an impact on financial mar- 
kets. However, most international 
markets continue to offer reasonably 
good value, as do Canadian markets. 
We expect business conditions to 
improve in Canada and the United 
States during 1992. 


($ Millions) 
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Actuarial 
Go. 
eo) te ad ce 


As At DECEMBER 31, 1991 
FOR THE ONTARIO MUNICIPAL EMPLOYEES 
RETIREMENT BOARD 

The most recent actuarial valuation of the Ontario Municipal Employees Retire- 
ment System was conducted as at December 31, 1990 using the Unit Credit Actu- 
arial Cost Method, with projection of earnings. Our valuation conformed with the 
Recommendations for the Valuation of Pension Plans adopted by the Canadian 
Institute of Actuaries. 

The results of the actuarial valuation disclosed total Actuarial Liabilities of 
$10,948.863 million in respect of benefits accrued for service prior to December 
31, 1990, including the effect of an ad hoc adjustment in pensions as at January 1, 
1991. The Actuarial Assets at that date were $11,744.033 million indicating an 
actuarial surplus of $795.170 million. 

The results of the actuarial valuation also indicated that the existing levels of 
member and employer contributions are sufficient to meet the Normal Actuarial 
Cost of benefits to be earned each calendar year until the next actuarial valuation is 
performed. 

We have considered the likely development of the Actuarial Liabilities during 
1991 taking into account the amendments made to the Plan up to December 31, 
1991 and proposed changes in the Actuarial Valuation Basis at that date. The Plan 
amendments include Pension and Tax Reform requirements as well as an ad hoc 
adjustment in pensions as at January 1, 1992, contractual indexing at the rate of 
70% of the increase in the Consumer Price Index effective January 1, 1992, unre- 
duced pensions after 30 years of service and an increase in both member and 
employer contributions of 1/2% of covered earnings. The proposed changes to the 
Actuarial Valuation Basis are intended to better reflect expected long term eco- 
nomic conditions while, at the same time, taking account of the contractual index- 
ing provisions of the Plan. Further, we have calculated the Actuarial Assets at 
December 31, 1991. 

We are of the opinion, in accordance with generally accepted actuarial princi- 
ples, that the assets of the Fund at December 31, 1991 are sufficient to meet all the 


liabilities of the Plan in respect of services rendered by members up to that date. 


Respectfully submitted 
THE WYATT COMPANY 


a= ———S 


Martin J.K. Brown, FLA., RCIA. 
Z use Canadian Institute of Actuaries 


yatt 
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Report 


kei! Peat Marwick Thorne 


Chartered Accountants 


To THE ONTARIO MUNICIPAL EMPLOYEES 
RETIREMENT BOARD 

We have audited the consolidated statement of net assets of the Ontario 
Municipal Employees Retirement Fund as at December 31, 1991 and the consol- 
idated statement of changes in net assets for the year then ended. These financial 
statements are the responsibility of the Fund’s management. Our responsibility is 
to express an opinion on these financial statements based on our audit. 

We conducted our audit in accordance with generally accepted auditing stan- 
dards. Those standards require that we plan and perform an audit to obtain rea- 
sonable assurance whether the financial statements are free of material misstate- 
ment. An audit includes examining, on a test basis, evidence supporting the 
amounts and disclosures in the financial statements. An audit also includes 
assessing the accounting principles used and significant estimates made by man- 
agement, as well as evaluating the overall financial statement presentation. 

In our opinion, these consolidated financial statements present fairly, in all 
material respects, the financial position of the Fund as at December 31, 1991 and 
the results of its operations and the changes in its financial position for the year 


then ended in accordance with generally accepted accounting principles. 


Ae 


Chartered Accountants 
Toronto, Canada 
April 1, 1992 
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ONTARIO MUNICIPAL EMPLOYEES RETIREMENT FUND 


Consolidated 
Financial 


Statements 


December 31 (O000's) 


CONSOLIDATED STATEMENT OF NET ASSETS 


1991 1990 
ASSETS = : 
Investments (note 1) $14,792,160 $12,461,510 
Long term receivables (note 2) 116,601 132,005 
Fixed assets (note 3) 1,588 22 
Contributions receivable 71,089 57,694 
Accrued income 98,866 87,831 
15,080,304 12,740,562 
= LIABILITIES : : 
= Due to administered pension plans (note 4) i7193313 1,461,960 
= = Provision for supplementary retirement 
= benefits (note 5) 128,183 117,001 
— Due to brokers 141,472 Ze 
= 1,988,968 1,600,731 
= NET ASSETS (note 6) $13,091,336 _ $11,139,831 
= 


TH 


Signed on behalf of the Board, 


7 pier 


Member 


cl Vlledonk 


Member 


CONSOLIDATED STATEMENT OF CHANGES IN NET ASSETS 


DECREASES IN NET ASSETS — 


Year ended December 31 ( 000's) 1991 1990 

_ INCREASES IN NET ASSETS 
Contributions (note 7) $ 783,552 $ 720,424 
Investment income (note 8) 763,410 783,308 
_ Unrealized market appreciation of investments 814,728 0 
= 2,361,690 1,503,732 
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No 725s ——-0 
C6 35-0 ae Financial 
Statements 


Year ended December 31, 1991 


GENERAL 

The Ontario Municipal Employees Retirement System (OMERS) is a multi- 
employer pension plan which operates as the Ontario Municipal Employees 
Retirement Fund (the Fund) as provided in Section 5 of the Ontario Municipal 
Employees Retirement System Act (OMERS Act). The System provides pensions 
for employees of Ontario municipalities, local boards, public utilities and school 
boards (non-teaching staff). 

The Fund is a contributory defined benefit pension plan which is financed by 
equal contributions from participating employers and employees, and by the 
investment earnings of the Fund. The Fund is registered under the Pension Bene- 
fits Act of Ontario, Registration #C006725. 

The normal retirement age is 65 years for all OMERS members except police 
officers and firefighters who may have a normal retirement age of 60 years. The 
normal retirement pension is calculated using a member's years of credited service 
while in OMERS and the average annual contributory earnings during the mem- 
ber’s highest five years of contributory earnings. The pension is integrated with 
the Canada Pension Plan. = 

The Pension Benefits Act of Ontario (PBA) requires that participating 


employers must fund the benefits determined under the Plan. In accordance with 


the PBA the determination of the value of these benefits is made on the basis of a 
periodic actuarial valuation. 

In addition to the normal retirement benefit described above, for members 
who meet the plan requirements, early retirement benefits, death benefits, dis- 
ability waivers and benefits, and termination benefits are available. Complete 
information may be found in the OMERS Act or by contacting OMERS. 


SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
Consolidation 


Certain of the Fund’s term loan, real estate, mortgage and resource 


= 


ments are held by wholly owned subsidiaries. The consolidated financial t 


ments include the accounts of the Fund and all subsidiaries. — 


Investments 


eee 
a 
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Investments are stated at market value and ai 


ONTARIO MUNICIPAL EMPLOYEES RETIREMENT FUND 


Notes to 
Cooyroladated Financial 
Statements (continued) 


(000°s) 
Gains and losses on disposal of investments are credited or charged to invest- 


ment income. Investment income is recorded on the accrual basis. 


Fixed Assets 


Computer equipment is recorded at cost and is depreciated on a straight-line 


basis over five years. 


1. INVESTMENTS 


1990 
Market Value Cost 


Cash and short 


term deposits $693,261 $693,261 $678,149 $678,149 
Canadian bonds 


and debentures Dei bis269——2 .638:4 70 2,265,632 2,418,111 


DEP TPPPEAT PAPAL STREP TFRS EES i 


Private debt 296,609 283,015 269,842 261,264 
Mortgages 1,977,091 1,859,699 1,907,823 1,885,169 
Canadian equities 543551 —5 59 29 555021 5,170,960 
Non-Canadian equities 1,819,797 1,496,750 ISOZeIE O12 931,718 
Real estate 1,348,018 1,377,810 864,625 eho mes 
Real estate debentures 20,400 20,400 565995 56,533 
Venture capital 0 0 82,968 85,408 
Resource properties 57,967 56,441 fo 20) See 
Private equities 124,435 128,551 108,685 Sa Oye: 


$14,792,160 $13,945,526 $12,461,510 $12,536,547 


Canadian bonds and debentures include Province of Ontario debentures having 


———— a cost of $1,293,025 (1990 - $1,293,025), bearing a weighted average interest 
Se —= = : — 

ee rate of 9.07% and maturing at various dates beginning on December 31, 1993 
ee Z 

— through December 31, 2006. 

— At December 31, 1991, the Fund held individual investments whose market 
——— ——— 

Se 


‘ost value exceeded 1% of the market or cost value of investments in total: 
— os 


Number of 1991 Aggregate : ———— 
Investments Market Value = Cost = 


SSS Se 
; — 


— SSS 
= 413,181 
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(O00's) 
2. LONG TERM RECEIVABLES 
Under the terms of the OMERS Act certain participating employers have 


entered into agreements with the Board for the provision of supplementary bene- 


cs. ,OARARAO ERAS 


fits for past service. Each employer is responsible, individually, for the funding of 
such benefits based on separate actuarial valuations. Amounts due from employ- 
ers in respect of these agreements are recorded as long term receivables to be paid, 


with interest, over a period not to exceed fifteen years. 


3. Fixed ASSETS 


19094 1990 
Accumulated | 
Cost depreciation Net = Net= 7 
Computer Equipment $4,070 $2,807 $1,263 $1,306 
Computer Software 507 236 ZL 133 
Other Equipment Be) 119 54 SSE: 
$4,750 ($3,162 $1,588 $1,522 


4. DUE To ADMINISTERED PENSION PLANS 

The administered pension plans which form part of the Fund, are adminis- 
tered on behalf of the Ontario Council of Regents for Colleges of Applied Arts 
and Technology, the Ryerson Polytechnical Institute, and the Minister of Energy 
for the Province of Ontario (The Ontario Hydro Guarantee Fund), and are cred- 
ited with amounts based upon their proportionate share of the investments of 
the Fund, at market value. The Ontario Municipal Employees Retirement Board 
is authorized under the terms of the various management agreements to recover 


its expenses for administering the aforementioned plans. 


5. PROVISION FOR SUPPLEMENTARY 
RETIREMENT BENEFITS 
In 1991 and previous years certain participating employers entered into ag: 


ments with the Board for provision of supplementary retirement benefi 


tion to those provided by OMERS. Funding con ribution: 


income is reported as a plan liability. 


= ——— 
s-presentlyreviewing the-dispo————— 
—— Seo 
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Statements (continued) 


(000°) 
6. Net ASSETS 

The actuarial valuation was conducted as of December 31, 1990 and has been 
extrapolated to December 31, 1991. The projected unit credit method prorated 
on services, and certain funding assumptions were used in the valuation and the 
extrapolation. 

Investments for financial statement purposes are valued at market value as at 
December 31, 1991, as disclosed in note 1. The actuarial value of net assets has 
been determined using total assets at cost adjusted for the average difference 
between market value and cost of equity and real estate investments over the last 
five year period. The objective of this process is to smooth out the effects of mar- 
ket volatility by averaging market values for equities and real estate while reflect- 
ing long term trends. The difference between the values used for financial state- 
ment purposes and market related values used for actuarial purposes gives rise to 
“market value changes not reflected in actuarial value of net assets.” 

The actuarial present value of accrued pension benefits includes benefits for 


active members, pensioners and deferred vested pensioners. 


The extrapolation of the actuarial valuation to December 31, 1991 has taken 


into account amendments made to the plan up to December 31, 1991 and pro- 
posed changes to actuarial assumptions. The plan amendments include pension 
and tax reform requirements as well as an ad hoc adjustment to pensions as at 
January 1, 1992, contractual indexing at the rate of 70% of the increase in the 
Consumer Price Index effective January 1, 1992, unreduced pensions over 30 
years of service and an increase in both member and employer contributions of 
1/2% of covered earnings. 

The proposed changes to the actuarial assumptions are intended to better 
reflect expected long term economic conditions while, at the same time, taking 
account of the indexing provisions of the plan. 

The 1990 comparative amounts have been restated to reflect the results of the 


actuarial valuation conducted as of December 31, 1990. 
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(00's) 
1991 1990 
Market value of net assets at end of year $13,091,336 $11,139,831 : 
Add (deduct) market value changes not reflected 3 
in actuarial value of net assets (211,336) 604,169 
Actuarial value of net assets at end of year 12,880,000 11,744,000 
Actuarial present value of accrued pension 
benefits at beginning of year $10,949,000 = $ 9,705,000 
Amendments to the plan 3,375,000 0) 
Ad hoc increases to pension benefits 51,000 176,000 
Change in actuarial assumptions (2,718,000) 0 
Interest accrued on benefits 734,000 650,000 
Benefits accrued 693,000 639,000 
Benefits paid (301,000) (278,000) 
Experience losses : 0 57,000 = 
Actuarial present value of accrued pension = ——— 
benefits at end of year $12,783,000 $10,949,000 —== 
Se == 
Excess of actuarial value of net assets over actuarial —— ——_ 
present value of accrued pension benefits $97,000 _ $795,000 =— 2 


7 CONTRIBUTIONS 


| iS 
Members $375,728 
Employers, current service a = 3 
Employers, long term receivables and interest = = = = = = = 


_ thereon (note 2) | 
Transfers from other pension plans 


— Unreduced early ‘retirement benefi 
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8. INVESTMENT INCOME 
Do i 1990 
Short term deposits $57,260 $90,908 
Canadian bonds and debentures 231,497 228,157 
Private debt 29 795 Sl Oo 
Mortgages 211,444 206,091 
Canadian equities 198,960 200,889 
Non-Canadian equities 37,566 28,386 
Mutual funds 0 630 
Real estate 71,027 5237. 
Real estate debentures 0 3,144 
Venture capital 186 (493) 
Resource properties AD? 681 
Private equities 11,874 3,861 
853,889 825,778 
Realized capital gains 20,136 74,846 
874,025 900,624 
Less income credited to: 
Administered pension plans (101,455) (105,963) 
Provision for supplementary retirement benefits (9,160) C5353) 
$763,410 $783,308 
— 9. BENEFITS 
= SF 1991 1990 
Members’ pensions $327,866 $278,462 
embers’ contributions plus interest refunded 42,710 Sao: 
transfers to other pension plans 13,203 5,262 
= $383,779 ‘$337,454 
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10. ADMINISTRATIVE EXPENSES 

1991 1990 
Personnel services $15,667 $12,830 
Transportation & communication 940 1,082 
Actuarial services 760 649 
Audit services 256 268 
Legal services See 520 
Other professional services 1,502 718 
Other purchased services 6,282 6123= 
Materials & supplies 2,653 eee. 

28,377 25,349 
Less: Management fees from administered pension plans 1,97 1 819 

$26,406 _—« $24,530 
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ANNUAL REPORT 


9 6 } 1962 April [3 OMERS at given royal assent. July 4, Regulations issued. * 1963 First members 
enrolled. January 1, 2% “career average earnings” plan. + 196) Contributions locked-in under 

Pension Benefits Act (10 years service and age 45). Provision made for OMERS to manage other pension plans - 
first plan is Ryerson. * 1966 Contributions and benefits integrated with Canada Pension Plan. Uuilicy Coramisstons 
and Children’s Aid Societies become eligible to jom OMERS, ¢ 196/ Supplementary benefits introduced (enhanced 
benefits available to employer groups). Administration of Colleges of Applied Arts and Technology (CAAT) Pension 
Plan commenced. * 1968 Ail municipal employees hired after July 1. nrust joit OMERS ‘to receive a pension. 
Responsibility for Plan transferred fron» Minister of Municipal Affairs to 11 member Board: Benefit formula 
increased from 2% to 2.2% of career average carnitigs. * 1969 Disabled widower's pension mtroduced in addition to 
the widow’s pension. Payments to children of deceased member extended from age 18 to age 21. First sipplerserieaty 
benefit 2ereement entered into. * 97 First ad hoc pension increase (10%) Surviving spouse § pension imcreased by 
10% for cach dependent ‘child to a maximum of 75% of member's pension, * 92 5% -ad ‘hoc pension, incréase. 
Mitinicipal councillors eligible for membership in OMERS. * 9B.5% ad hoe Pension merease. 1974 5% ad hoe pen 


sion imerease, Part of the OMERS Fund to be invested in marketable securities ue in £975. * YS Widowe: 


entitled to same 50% pension as a widow on death of a member, © 1976 10% ad hox pension increasey SOSA 
Service added to supplementary benefits. * 977 Interest on member contributions inctéased from 3% to §%, ¢ 1978 3 

ey cc ise Pe ema ged oe Pe aaion le a Boe iks Aes sane gt Taal NPR hig aoe Bats aoa 
2G NOC pension MICFEASe, } CNSiION toma Changed to a 2 vo mighest. oO year aVveTage Garnihgs pian. DOU Member anc 


employer contributions increased by 1.5%, Disability waiver benefit introduced, © 1979 All new monies mthe 
L 
OMERS Fand invested in marketable securities. * 198] 4% ad hoc pension inctease. Spousal benefits cover temarriace 


pen 
petit 


nd not reduced regardless of age relationshi p to member, ® 9B? 4%: ad ho pension imcrease. ® 198 4% ad tox 
sion merease. 90 Factor unteduced pension if within 10 years of NRA introduced, ¢ 1984 496 ad hoe pension increase. 
#1985 4% ad ho pension merease. ° 1986 6.5% ad hoe pension increase. * 1987 4.2% ad hoc penston merease. 85 Factor 


3 . { - coy £ = aS Be Ss berths eee 
introduced for NRA 60. Interest on member contributions increased to 6.5% from 5%. © 1988 4.2% ad hex pension 


increase, Ail pensions adjusted to.teflect at least 60% of the CPI inerease since the pension began. Survivor benefits 
: : ; : i ‘ : ie beh) ae 
micreased to GOlG-of member's pension. Changes to the Pension Benefits Act (1987): 2 vear loc! in, 0 { pen 


sion paid by employer, prudent person investment rile, etc. © 1989 4% ad hoe pension increase. OMERS Realt 


Corporation created, © 199] 4.2% ad ho pension increas A] pensions adjusted to reflecr at lease 75% of CPI 
increase ‘since the pension began. Annual pension adjustment date changed from July L to January |. Introduction 
¥ () Year bariy Ketie t | (i ina } B Back of prior p blic service. Past firement spottse enti 
cled ta Widow/ Widower Pension. * 199? 47% inerease fo pensions: y 33 guaranteed inc Xing merease pltis 
1,64 d } vor € %° 01 teed inflatio protecttor 1%, ni rarer Contribution e atter OS 

F cred rat OCT | ) a) embers and | Changes ¢ lting 


E 1 i 7} Lut f SI 
FOrs it 1x i C ¢ ce 1 IT ( ps 1] t eal y T Oa 1 pen On 
{ 5. +2 1 Aine + + 13 member pcistoHMier Plus One employer repfesentative add 1 . Sur | is deficit Shari? 
LPNS 1, DOaTG expanded tf ahe ik > ens n ny I € } 


| Pa | 1 if staff eae 

introduced. NRA conversion available to a class. of police/tfirefignters. Re-emploved pension Q 4 ) 
j } 1. TAs aha ape ee EASES S OR Se Taqs oceurs within © months 
ers may choose to rejom the Plan. Disability benefits resume if relay CEL ithin O montns. 
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[ otis celebrated its 30th anniversary in 1992. We are proud 
our hi ory of gr , plan i ents and service. 


The System has grown from 8,000 members, employed by 160 
ticipa munictpal, employers, to ne y 190,0 embers over 5Q,000 
nsione wn fr ore than I,100 mh () 
Beg s a simple plan ring a 2% career age pension, 

OMERS now offers a “final average earnings’ pension with guaranteed indexing. 
Other changes over the years have added or improved disability and survivor benefits 
and termination options. 

The OMERS Fund, originally invested entirely in special, non- 
marketable Provincial debentures, began investing in marketable securities in 1975. 
The Fund investments have grown from about $5 million at the end of its first year 
to over $15 billion at the end of 1992. The successful investment programme has 
helped to provide plan improvements through the years. 

Allan Reeve, our President and C.E.O,, will retire in June of 1993. 
He is one of the many people who have contributed to the success of OMERS over 
the past 30 years. Mr Reeve was with the Department of Municipal Affairs and 
worked with the consulting actuaries to establish OMERS in 1962. He served as 
liaison between OMERS and the Department from 1963 to 1966. From 1966 
untl his return to Municipal Affairs in 1969, Mr Reeve was Secretary- Treasurer of 
OMERS. He was a member of the Board from 1970 until 1974, while OMERS 
first studied, and then undertook, investment in marketable securities. Mr Reeve 
returned to OMERS as Executive Director in 1974, and we have seen extensive 
growth and change under his able leadership. On behalf of the Board, staff, mem- 
bers, employers and pensioners I wish to extend heartfelt appreciation to Al Reeve 
for his years of dedication to the fulfillment of our goal — providing secure and 
appropriate pension benefits for our members. 

Major amendments to the OMERS plan, passed in December 
1991, were implemented in 1992. The Board expanded from II to 13 members, 
including, for the first time, an OMERS pensioner. Plan changes included the intro- 
duction of guaranteed pension indexing, a 30 year early retirement provision, a prior 
service buy-back provision, and the extension of survivor benefits to spouses of post- 
retirement marriages. These benefit improvements were paid for by the plan surplus 
and by an equal contribution rate increase for both employers and plan members. 


The actuarial valuation at December 31, 1991 shows a plan sur- 
plus of $71.5 million. The surplus, which was greatly reduced by the costly plan 
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improvements, is expected to resume its growth as economic conditions and invest- 
ment returns improve. 

The OMERS Fund is structured to provide the higher returns 
required to meet the plan's long term liabilities. The Fund is reviewed continuously 
as part of the Board's management of the financial affairs of the plan, and a very 
thorough asset mix review is undertaken every four years. The comprehensive review 
undertaken in 1992 confirmed the existing asset mix policy, established in 1988, 
and suggested opportunities for further prudent diversification and return opti- 
mization. The Board accepted recommendations that OMERS expand its foreign 
investments, within the limits of the Income Tax Act, and that we include some for- 
eign government and “real return” bonds in the portfolio. 

Slow growth continued to characterize global economic conditions 
in 1992. Although some markets posted exceptionally strong results, both domestic 
and global markets were generally weak. The Canadian economy grew at a marginal 
0.9%, the dollar declined sharply, and long term interest rates remained virtually 
unchanged despite very low inflation. Under these difficult conditions the OMERS 
Fund returned 3.6%. 

The outlook for securities markets in 1993 is generally more 
favourable. Economic growth seems to be more firmly entrenched in the United 
States, and business conditions appear to be improving in Canada, although recovery 
in Germany and Japan continues to lag, With its emphasis on equities and real 
estate, the OMERS Fund will benefit from improvements in economic activity in 
Canada and abroad. 

We look forward to the challenges of 1993. The Board, with the 
support of the dedicated staff at OMERS, will continue striving to honour our mis- 


sion, “Working together for your retirement.” 


al Vl heded 


J.V. Sherlock 
Chair 


3 0 


UO COU RAL MP y ees RETIREKENT BOARD 


Years 


g 
| I) OMERS celebrated its 30th anniversary on April 18, 1992. The 
MERS B 


ard is proud of its history of service to the members, employers and 


1oners of the System. z 


The L962 Annu Report o Ontari nicipal Employees Retirement 
, our fein e “reasons for actme e OMERS Act” - 
> to bring adequate pension benefits, for reasonable and stable 


employee and employer contributions, to municipalities and local boards that did 
not provide pensions to their employees, 

> to bring together large and small municipalities, school boards 
and many local boards into a uniform and centrally administered pension plan that 
shared the risk and the cost, and 

> to bring about pension portability among municipal 
employers, contributing to the development and availability of experienced munic- 
ipal administrators. 

Although there have been many changes to the plan in the past 30 
years, these founding principles still describe the OMERS purpose, summed up as 
“Working together for your retirement.” 

On January I, 1963, the first date of enrolment, over 8,000 
employees of some 160 local government employers were enrolled in OMERS. At 
the end of our first 30 years there are almost 190,000 members from over 1,100 
individual participating employers. The number of pensioners has grown from a 
handful in 1963 to just over 50,000. Fund investments have grown from about $5 
million at the end of 1963 to over $15 billion at the end of 1992. 
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The OMERS plan began as a simple, 2% career average pension 
which vested immediately on membership. The first changes occurred when the 
Ontario Pension Benefits Act was introduced in 1965. For the first time pensions 
were “locked-in” when a terminating employee was 45 years of age or older and had 
at least 10 years of service. 

In 1965 OMERS became the trustee for the Ryerson Retirement 
Pension Plan, and we assumed trusteeship for the Ontario Colleges of Applied Arts 
and Technology (CAAT) Pension Plan in 1967. In 1966 the OMERS Act and 
Regulation were amended to allow the employees of local utility commissions and 


children’s aid societies to join the System. 
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The Canada Pension Plan (CPP) was introduced on January I, 
1966. OMERS contributions and benefits were integrated with the CPP to keep 
the members’ total contributions and benefits close to their previous levels. 

An eleven member Board was appointed to “manage and admin- 
ister” OMERS in 1967, replacing the Minister of Municipal Affairs’ direct man- 
agement. The Honourable W. Darcy McKeough, Minister of Municipal Affairs at 
the time, initiated this effective transfer of the running of OMERS from provincial 
to municipal control. On January I, 1968 OMERS became a pension plan oper- 
ated “by municipal employees for municipal employees.’ 

Supplementary benefits were introduced in 1969 with an agree- 
ment between OMERS and the City of Windsor. Each employer's supplementary 
plan was administered as a separate pension plan. Over time, many of the supple- 
mentary benefits became basic OMERS benefits and the administration of these 
agreements has been greatly simplified. 

1978 was a landmark year in the history of OMERS. The basic 
plan pension formula changed from a career average earnings formula to one based 
on the average of the highest 60 consecutive months of earnings, frequently called 
“final average earnings.” Member and employer contribution rates increased to pay 
for the significantly improved benefit the change in formula provided. 

Major changes to the Pension Benefits Act in 1987 had a signifi- 
cant effect on the plan. OMERS improved benefits for surviving spouses from 50% 
to 60% of the member's pension. Terminating members’ retirement benefits were 
“locked-in” after 2 years of plan membership and a guarantee that 50% of the pen- 


sion would be paid by the employer was incorporated. 
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The first ad hoc increase to pensions, a 10% increase, was applied 
to all pensions January I, 1971. This was followed by 5% increases in each of the 
following three years, and a further 10% increase in 1975. During the 1980s ad 
hoc increases to pensions became a regular feature of the plan as OMERS adjusted 
to the high inflation rate. 

Guaranteed pension indexing was introduced in 199]. The 
indexing formula is 70% of the increase in the Consumer Price Index (CPI) mea- 
sured over the 12 months ending in September of the year prior to the increase date. 
The maximum indexed increase in any year is 6%. If the guaranteed increase of 
70% of the increase in the CPI is greater than 6%, the excess amount will be carried 
forward for use in a subsequent year. In addition, the OMERS Board examines the 
plan surplus each year and, if it 1s sufficient, the Board may recommend to the 


Ontario Government an ad hoc increase over the formula increase. 
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The introduction of inflation protection was one of the most sig- 
nificant benefit improvements undertaken in the last thirty years. The increased 
ongoing liability is covered by an increase in contribution rates for members and 
employers, the accumulated actuarial surplus, and an investment programme 


designed to maximize long term returns for the Fund. 
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When OMERS began operations in 1963, the designers of the 
plan were anxious to keep pension benefits and contribution rates competitive with 
private plans. The original investment programme called for special Provincial non- 
marketable debentures to be issued with a stable, long term interest rate of 5%. This 
type of investment allowed OMERS to assume a long term rate of return of 5% 
for actuarial purposes at a time when actuaries generally assumed a market invest- 
ment return of 4%. The higher assumed rate of investment growth permitted lower 
contribution rates. 

When interest rates began to rise the Provincial debenture rate was 
adjusted. The rate was increased to 6.5% in 1968, and, in 1970, the Province paid 
OMERS “lost” past interest and changed the interest rate to a market rate, to be 
assessed annually thereafter. 

The Board undertook a series of three separate studies of the 
OMERS investment programme in 1970, 1973 and 1974. Following the last 
report the Province permitted a legislative change that allowed the OMERS Board 
to invest the yearly cash flow in the same marketable securities available to private 
sector pension plans. From 1975 to 1978 a portion of each year's cash flow was 
invested in marketable securities. Beginning in 1979 all new funds were invested in 
marketable securities. 

The 1987 Pension Benefits Act amendments included the “pru- 
dent person” investment rule. As the plan's trustee, the Board must invest the funds 
to provide returns that, together with member and employer contributions, will pro- 
vide the pension benefits promised by the System. The Board's responsibility to 
exercise “the care, diligence and skill in the administration and investment of the 
pension fund that a person of ordinary prudence would exercise in dealing with the 
property of another person” is more than a legal requirement; it is a deeply felt 
obligation. Meeting that obligation is a large part of the Board's work. 

For the last 30 years the OMERS plan has been successfully 
funded. The current economic climate in Canada and the rest of the world will be a 
test of the Board's ability to protect and enhance the value of pension benefits. The 
disciplined investment programme OMERS now employs is designed to meet this 
challenge. 
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The strength of OMERS lies in the interest, effort, and dedica- 
tion of its many participants. Individually and collectively, the people who make up 
the System have made our first 30 years a success. 

The following groups in particular have made significant contri- 
butions to the development of OMERS. 

> The early “pioneers,” who launched OMERS in 1962, 
worked hard to plan a fair and flexible System that would deliver appropriate and 
secure pensions at reasonable and stable contribution rates. 

s Provincial ministers and their staff have overseen the develop- 
ment of OMERS and have steered amendments to the OMERS Act and 
Regulation through the parliamentary and regulatory processes. 

s> The Board members, and there have been 51 over the past 30 
years, have dedicated their time and knowledge to the guidance of the System. 

> OMERS staff work to constantly improve service to mem- 
bers, pensioners and employers. 

> Union, association and other member representattves, plus 
individual members and pensioners, have presented their suggestions for benefit 
improvements to the Board. 

+ Thousands of people working in the municipalities, school 
boards and local boards across Ontario have, for 30 years, administered this increas- 
ingly complex plan very well. 

The Board would like to express its appreciation to all those who 
have contributed to the growth of OMERS over the past 30 years. We can all take 


pride in our past successes as we face future challenges together. 


Employers 
Municipalities 
School boards 
Other local boards 


Contributing Members 
by employer 
Municipalities 
School boards 
Other local boards 


Inactive groups 


by Sex 
Female 
Male 


by normal retirement age 
Age 65 
Age 60 


Terminated members who have 


elected a deferred pension 
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Number of pensioners by type of pension 


Normal retirement 
Early retirement 
Disability pension 
Spouses and children 
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Total membership comprising 


_ Active members, inactive 


Ninber of members 
enrolled each year 
Number of members 


. terminated each year 


Net i increase in peecrenip 
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PIV EY EAR REV EE Woot) opel ae ees 
1992 F99T 1990 1989 1988 
538 956 541 O32 526 
135 bel 134 134 ITeaks 
448 447 445 442 439 
eal 1,114 Bs) 1,108 1,098 
94,334 22,070 89,645 85,228 81,146 
93,079 52,107 49,570) 46,768 43,093 
42,289 42,361 ALS23 39/002 36,614 

89 129 

TSO 791 187,467 180,538 170,998 160,853 
89,612 86,903 81,940 TOSS 69,678 
100,179 100,564 98,598 94,863 2 Gis 
ree eM 187,467 180,538 170,998 160,853 
166,571 164,306 [57,831 IS1,650 142,348 
23,229 23161 2a hoy 19,348 18,505 
189,791 187,467 180,538 170,998 160,853 
7,769 7,444 7TA07 6,300 D052 
21,967 Pallas 2077 yo 13,9350 
14,511 12,994 [1,760 10,383 8,996 
2,654 2,946 2,447 yas DAZS 
11,278 10,494 9,886 eer elel 8,701 
50,410 47,331 44,670 41,687 38,780 
247,970 242,242 ZOLA OLS 216,985 204,685 
10,933 16,532 22073 22,306 23,208 
8,609 9,603 13,033 12,161 9,180 
2,324 6,929 9,540 [0,145 14,028 
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Millions 1992 (Oo 1996 LOSS 1988 
Investments at market value at December 31 
Provincial debentures ni DE RLO HE Sey sOls $ 1,143.3 $ 1,205.4 $ 1,162.4 
Marketable securities 14,529.7 13,490.9 1313.2 11,1174 9,245.4 
$15,833.4 $14,792.2 $12,461.5 012,322.08 $10,407.8 
Assets at market value at December 31 available for 
Basic benefits $14,004.8 LSI I.3 Sie b3o78 $11,163.0 $9,384.7 
Supplementary benefits 136.3 128.2 1 OSM iii 
Managed plans 1,840.5 71953 1,462.0 1,466.9 2222 
$15,981.6 $14,938.8 $12,718.38 17,7590 $10,724.0 
Investment income earned 
Basic plan $815.4 $763.4 $700.0 $916.0 b7 15.5 
Supplementary benefits 8.3 SD, IWS) OF. 14.7 
Managed plans 106.3 101.4 106.0 1226 Sous 
$930.0 $874.0 $900.6 $1,048.3 $826.0 
Contributions received for 
Basic plan $878.1 $764.6 $683.3 $590.9 So2ou 
Past service nS 18.2 BOSS LO, 19.6 
Supplementary benefits 0.3 0.8 1.6 1S 4.8 
$889.9 $783.6 $720.4 $612.1 $549.5 
Payments to members 
Pensions paid $372.6 $327.9 $278.5 $244.6 $208.4 
Contrib. /interest refunded 37.4 42.7 Soy) SZ, ones 
Transfers to other plans D9 132 oye) 4.1 29 
$422.9 $383.8 O03 700 $2990 $242.6 
Administrative expenditures and recoveries 
Pension programme 
Gross $16.6 $14.0 $12.6 $10.6 $8.4 
Fee recoveries 1.7 2.0 0.8 0.7 Oy 
Net $14.9 $12.0 $11.8 $9.9 $7.7 
Investment programme 15.6 14.4 L227. eit 6.8 
Sens $30.5 $264 $24.5 $19.6 $14.5 
Total Fund annual rates of return 
Dollar-weighted return 
on book value 6.2% 6.6% 7.6% 10.27% 9.1% 
Time-weighted return 
on market value 3.6% 14.1% -3.4% 16.1% 12.1% 


1992 OMERS Pension Profile 
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The year began with the implementation of the most extensive 
changes to the OMERS Regulation since 1978, The most significant plan improve- 
ment was the incorporation of a 70% guaranteed indexing formula paid for, in part, 
by a contribution rate increase for both members and employers. Other changes 
included a 30-year early retirement provision, a past service buy-back provision and 
survivor pensions for spouses of post-retirement marriages. 

Additional amendments to the plan were passed in December, 
1992. One change will set aside the disability elimination period for members suf- 
fering a relapse or recurrence of a disability within six months of a return to work. A 
class of police or firefighters, instead of the whole group, may now change their 
Normal Retirement Age. Re-employed pensioners will now be offered a choice of 
rejoining the plan while the pension is suspended, or continuing to receive the pen- 
sion but not rejoining the plan. 

A new agreement among major Ontario plans improved pension 
portability within the province, and a standard agreement will help members to 
transfer their pension benefits to other public sector plans. 

A “downsizing” Supplementary Benefit, designed to allow 
employers greater flexibility in achieving reductions in staff through early retirement, 
was proposed in 1992. Approval is expected in 1993. Existing provisions for 
employer-purchased pensions will also be amended to permit employers who are 
officially downsizing to amortize the cost of the purchased pensions. 

Another proposed plan change may permit members whose pen- 
sions are “capped” under the Income Tax Act to accrue pension, as they have in the 
past, for their full earnings. We hope to see approval of the “Full Earnings Pension” 
proposal in 1993. 


NDE hatte Dera tele ONS ST oN CORE cA he 


The January I, 1993 pension increase of 1.26% was equal to 
100% of the inflation rate for the period September 1991 to September 1992. 
The increase was composed of two parts — a 0.88% increase equal to 70% of the 
CPI increase, plus a 0.38% ad hoc “top-up” to 100% of the CPI increase recom- 
mended by the OMERS Board and approved by the Ontario Government — 
following the indexing formula introduced in January 1992. Indexing applies to all 


pensions currently being paid, deferred pensions, and disability waiver earnings. 


Actuarial Valuation Results 


as at December 31 (Millions) 


Actuarial Assets vs 
Minimum Liabilities 
($ Billions) 


1987 1988 1989 1990 1991 


GB Assets Liabilities ® Surplus 
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MANAGED PLANS 


OMERS manages, for a fee, the pension plans of Ryerson 
Polytechnical Institute and the Ontario Colleges of Applied Arts and Technology. 
In 1992, the Ryerson Retirement Pension Plan served 1,359 members and paid $2 
million in benefits to 241 pensioners. The Ryerson plan has $155 million invested 
in the OMERS Fund. 

The CAAT Pension Plan had 18,103 active members at the end 
of 1992 and paid $28 million in benefits to 3,322 pensioners. The CAAT plan has 
$1.7 billion invested in the OMERS Fund. 


a PaRAO: Wek aoe ss Nace 


OMERS work is supported by the processing of vast amounts of 
information by an array of computer hardware and software. The maintenance and 
redevelopment of our systems 1s a continuous project. 

Our completely revamped pension department computer system, 
PenServ, began operating in October, 1992. The installation of PenServ also 
involved the development of bridging or linking systems for the financial services 
department, who pay the pensions, and the membership department, who provide 
the retiring members’ records. The more flexible PenServ system, combined with 
the new Advance Election of normal and early retirement pensions, will speed pen- 
sion processing and help us deliver faster, better service to our pensioners. 

A new database system, installed in January 1992, helps OMERS 
process Revenue Canada T4As more efficiently, while a new contribution record 
system developed in 1992 will improve the tracking of member and employer con- 
tributions in 1993 and beyond. 

The redevelopment of the membership system, the next step in 
modernizing OMERS systems, will begin in 1993. It is a massive project that will 


be undertaken in stages and is expected to take several years to complete. 


TOROE a CT AOR A Re UE Ae ON 


The OMERS actuarial valuation, conducted by The Wyatt 
Company, shows a greatly reduced surplus from the previous year. The valuation at 
December 31, 1991 incorporates for the first time the effect of the plan changes, 
including inflation protection. Indexing, a very significant but expensive benefit 
improvement, used up most of the existing plan surplus and required an equal con- 
tribution rate increase for members and employers in 1992. We anticipate the 
gradual recovery of the plan surplus to levels sufficient to provide a secure cushion to 


protect the plan from adverse experience. 
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CONS OLTD ATED b NCE So Wo Nee errors 
Market Value as at December 31 (000's) T992 199] 
Fixed Income Investments 
Cash and Short Term $856,673 $693,261 
Ontario Debentures 1,303,672 L301,287 
Marketable Bonds 1,467,918 1,409,978 
Private Debt 277,614 296,609 
Mortgages: * Residential - Insured 840,206 1,047,317 
* Commercial - Uninsured 936,322 929,774 
Total Fixed Income Investments $5,682,405 $5,678,226 
Equity Investments 
Stocks 
Canadian: * Internally Managed $4,076,247 $4,075,620 
¢ Index Funds 1,038,453 1,065,332 
° Externally Managed 601,710 602,365 
Foreign: * Internally Managed 899,098 786,603 
¢ Index Funds 476,297 244,947 
° Externally Managed 1,254,174 788,247 
Total Stocks 8,345,979 7,963,114 
Private Equities 159,273 182,402 
Total Equity Investments $8,505,252 $7,745,516 
Real Estate $1,645,696 $1,368,418 
Total Investments at Market Value $15,833,353 $14,792,160 


FO LAE RET RWS 


(%) including unrealized gains or losses I year 4 years IO years 
Bonds 10.7 14.3 13.4 
Ontario Debentures 9.6 13.4 12.9 
Mortgages 10.2 1S Lops) 
Private Debt Tih Heal Iie, 
Canadian Stocks -1.3 3.4 9.4 
Foreign Stocks ee PEO Lae 
Private Equities -13.8 -6,.9 Pra 
Real Estate 13 Der 76 
Total OMERS 3.6 1S 10.9 
Scotia McLeod Universe Bond Index 9.8 12.9 TD) 

TSE 300 -1.4 3.4 a 
Salomon Russell World Index el 4.5 IS 
Consumer Price Index Dl 4.0 4.] 
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Asset Mix 
as at December 31, 1992 
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The OMERS investment programme must provide enough 
growth to meet the plan liabilities while meeting the need for stability and safety 
appropriate to a prudently managed pension plan. The Board conducted a compre- 
hensive review of our asset mix in 1992, confirming, in general, the existing asset 
mix policy set out in the 1988 review. The targets remain SO to 60% equities, 25 to 
35% fixed income, and 10 to 15% real estate. 

Our very large size, long investment horizon, and particular 
funding requirements also make it necessary and desirable to seek out opportuni- 
ties for further diversification and return optimization within the dictates of pru- 
dence. The Board accepted a recommendation that OMERS invest in cost-of-living 
linked “real return” bonds and bonds issued by foreign governments. A recommen- 
dation for expanded foreign investment, within the constraints imposed by the 
Income Tax Act, was also accepted. 

These additions to the investment programme are expected to 
enhance the diversification of the total Fund portfolio, making its returns less vul- 


nerable to the wide fluctuations of the Canadian stock and bond markets. 


fide bec p ue 


The Canadian economy grew at a marginal 0.9% in 1992. The 
dollar declined sharply as the slow economic growth, compounded by uncertainty 
over the future of the constitution, shook the confidence of international investors. 
Short term interest rates were volatile, while long term interest rates remained vit- 
tually unchanged despite very low inflation. Although some markets posted excep- 
tionally strong results, equity returns were generally weak in 1992. Under these 
difficult conditions the OMERS Fund returned 3.6%. 

Fixed Income Investments > The marketable bond portfolio 
earned a respectable 10.7%, with an average return of 14.3% over four years and 
13.4% over ten. Management of the in-house long government bond index fund, 
established in 1991, was transferred to a newly created unit responsible for both 
passive and derivative investments. 

The mortgage portfolio continued to perform well, with a 10.2% 
return in 1992. New underwritings, totalling $96 million, were low in volume but 
high in quality. OMERS maintains a conservative approach to mortgage lending 
that has kept our portfolio healthy in difficult times. 

Canadian Equity > The financial woes of several industries, 
including real estate, steel and airlines, helped to drive domestic equity returns down. 


The TSE 300 returned -1.4% for all of 1992. Reflecting these poor conditions, 


12 


OMERS Canadian Equity 


(Cumulative Return) 
83 


§ OMERS Canadian Equity [§ TSE 300 


‘84 ‘85 ‘86 ‘87 ‘88 ‘89 ‘90 ‘91 ‘92 


Global Distribution 
of Holdings 
% of Investments at Market Value 
as at December 31, 1992 


Asia & Canada 
Pacific 82.5% 


5.0% 


U.S.A. 

LF. BY 

Central/ 

South America 
% 


Europe 
4,7%, 


ENT PAS Re Os a MeU Nev tGuil spa ellen tee NORPae Wye hie as RE TTR BME SN TBO AS Rep 


our Canadian Core Fund saw a decline of 2.1%, with an average return of only 
3.3% over four years and 9.6% over ten years. 

Our Canadian Small Capitalization Fund, however, posted another 
strong return of 23.3% in 1992, exceeding its performance standard, the Burns Pry 
Small Capitalization Index, by over 10 percentage points. The largest of its kind in 
Canada, the fund now totals $223 million. The small capitalization sector continues 
to offer good investment value although we expect a period of consolidation to 
follow the substantial price appreciation of recent years. 

The combined returns of our internally managed Canadian port- 
folios have equalled or exceeded the TSE 300 index over one, four and ten years. 
External actively and passively managed Canadian equity funds performed satisfac- 
torily in 1992, producing results that closely followed the TSE 300. 

Although returns for the private placement equity and fixed 
income portfolios were disappointing in 1992, the restructuring begun in 1991 is 
expected to yield better returns as business conditions improve. 

The decline in the value of the Canadian dollar in 1992 may 
improve the competitive position of Canadian industry, and stronger economic 
growth in the United States presages improvements in Canadian exports. We will 
continue to increase our holdings of well financed companies, emphasizing those 
that will derive a direct benefit from an improvement in business conditions. 

Foreign Equity > Foreign equity markets began the year well, 
but poor economic growth, disappointing corporate earnings, and political uncer- 
tainty eroded investor confidence. A sharp decline in Japanese equity and real estate 
markets, turmoil in currency markets caused by discord over German fiscal and mon- 
etary policy, political and economic instability in the former Soviet Union and in the 
Balkans, and the American presidential election all added to global uncertainty. 

Foreign equity returns were generally weak, although some markets, 
Hong Kong for example, posted exceptionally strong results. European, Pacific Rim, 
and Emerging Markets now offer good opportunities for increased investment. 

The U.S. equity portfolio returned 14.7% in 1992. Like its 
Canadian counterpart, the U.S. Small Capitalization portfolio offered, partly due to 
the Canadian dollar's decline in value, an exceptionally high return of 21.7%. 

The actively managed foreign equity portfolio, excluding the US., 
fared comparatively well, returning 3.4% compared to -3.9% for the Salomon Russell 
Europe and Pacific Index. Total foreign equities earned 7.2%, exceeding the Salomon 
Russell Global Index return of 7.1%. Substantial new funds were allocated during 
the year, following the enactment of legislation raising the foreign content limit for 
pension funds to 16% of total book value. We expect to continue to emphasize for- 


eign investments where it is prudent to do so. 
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Following the recommendations of the asset mix review, the Board 
approved expanded targets for our foreign equity holdings. We continued to 
improve our multi-currency accounting system tracking transaction details in local 
and Canadian currencies. Results of a feasibility study examining possible in-house 
management of part of the overseas equities portfolio are expected in 1993. 

Real Estate > The investment goal of OMERS Realty 
Corporation, a wholly-owned real estate subsidiary of OMERS, is to create a high 
quality, diversified portfolio of properties offering excellent returns over the mid to 
long term. Properties are purchased without debt financing, providing more stable 
returns. The restructuring of the real estate development industry in Canada and 
around the world in 1991 and 1992 has allowed OMERS to acquire domestic 
commercial properties of outstanding quality at low prices. 

OMERS Realty now holds a direct interest 1n 27 properties, or 
approximately 6.95 million square feet of prime office and retail space, with a 
market value of about $1.6 billion. Acquisitions in 1992 included One Financial 
Place in Toronto, University Club in Vancouver, and 50% of Oakridge Centre, the 
shopping centre with the highest sales per square foot in British Columbia. 

Over the past three years we have increased our holdings from 
about 6% to just over 10% of the Fund's investments. The asset mix review con- 
firmed the long term benefits of further investment in real estate, Our portfolio 
returns have remained positive, reflecting the high quality of the acquired proper- 
ties. Weak market conditions in Canada continue to offer opportunities to increase 
our real estate investment at very attractive prices. 

Corporate Governance > OMERS prepared a book of Proxy 
Voting Guidelines for publication early in 1993. The voting of proxies is a significant 
aspect of the Board's duty to protect the interests of the beneficiaries of the plan. 
The guidelines outline the Board's position on several corporate governance tssues 
for investment managers and the companies in which OMERS invests. The devel- 
opment of comprehensive proxy voting guidelines is an evolutionary process; we will 
revise and refine our approach to matters of corporate governance periodically. 

Outlook > Although Germany and Japan remain in recession, 
economic growth appears to be more firmly entrenched in the United States and 
business conditions, led by greater export volumes, seem to be improving in Canada. 

High levels of government deficit spending in Canada remain a 
concern, but signs of renewed economic growth in the United States offer enhanced 
prospects for the Canadian economy following a long period of slow growth. 
Inflation remains subdued and the outlook for securities markets in 1993 is gener- 
ally favourable. With a designed emphasis on equity and real estate, the OMERS 


Fund will benefit from improved economic activity in Canada and abroad. 
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ONTARIO MUNTCTPAL EWPLOYVEES RETIRERENT FUND 


As at December 31, 1992 
For the Ontario Municipal Employees Retirement Board 


The most recent actuarial valuation of the Ontario Municipal 

Employees Retirement System was conducted as at December 31, 1991 using the 
OW a lt Unit Credit Actuarial Cost Method, with projection of earnings. Our valuation 
Y conformed with the Recommendations for the Valuation of Pension Plans adopted 

by the Canadian Institute of Actuaries. 

The results of the actuarial valuation disclosed total Actuarial 
Liabilities of $13,023.580 million in respect of benefits accrued for service ptior 
to December 31, 199], including the effect of amendments to the Plan made as of 
December 20, 1991 and January I, 1992 and an ad-hoc adjustment in pensions as 
at January 1, 1992. The Actuarial Assets at that date were $13,095.119 million 
indicating an actuarial surplus of $71.539 million. 

The results of the actuarial valuation also indicated that the 
existing levels of member and employer contributions are sufficient to meet the 
Normal Actuarial Cost of benefits to be earned each calendar year until the next 
actuarial valuation is performed. 

We have considered the likely development of the Actuarial 
Liabilities during 1992 taking into account amendments made to the Plan up to 
December 31, 1992. Further, we have calculated the Actuarial Assets at December 
eles k Pe 

We are of the opinion, in accordance with generally accepted actu- 
arial principles, that the assets of the Fund at December 31, 1992 are sufficient to 
meet all the liabilities of the Plan in respect of services rendered by members up to 


that date. 


Respectfully submitted 
THE WYATT COMPANY 


ee. Bos 


Martin J.K. Brown, F.L.A., RC.LA. 
Fellow, Canadian Institute of Actuaries 


April 19, 1993 
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To the Ontario Municipal Employees Retirement Board 


We have audited the consolidated statement of net assets of the 
Ontario Municipal Employees Retirement Fund as at December 31, 1992 and the 
consolidated statement of changes in net assets for the year then ended. These finan- 
cial statements are the responsibility of the Fund's management. Our responsibility 
is to express an opinion on these financial statements based on our audit. 

We conducted our audit in accordance with generally accepted 
auditing standards. Those standards require that we plan and perform an audit to 
obtain reasonable assurance whether the financial statements are free of material mis- 
statement. An audit includes examining, on a test basis, evidence supporting the 
amounts and disclosures in the financial statements. An audit also includes assessing 
the accounting principles used and significant estimates made by management, as 
well as evaluating the overall financial statement presentation. 

In our opinion, these consolidated financial statements present 
fairly, in all material respects, the financial position of the Fund as at December 31, 
1992 and the results of its operations and the changes in its financial position for 


the year then ended in accordance with generally accepted accounting principles. 


heal Masraick [lie 4 
Chartered Accountants 


Toronto, Canada 


April 19, 1993 
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ONTARIO MUNICIPAL EMPLOYEES 


CONSOLIDATED FPN A Wed 


Consolidated Statement of Net Assets 


RETER ERENT 


FUND 


STATEMENTS 


December 31 (000's) 1992 199] 
Assets 
Investments (note 2) $15,833,353 $14,792,160 
Long term receivables (note 3) 98,218 116,601 
Contributions receivable 82,560 71,089 
Accrued income 130,480 100,454 
16,144,611 15,080,304 
. Tights 
Due to administered pension plans (note 4) 1,840,466 jee RSE ee Ee: 
Provision for supplementary 
retirement benefits (note 5) 136,303 128,183 
Due to brokers 162,987 141,472 
2,139,756 1,988,968 
Net Assets (note 6) $14,004,855 $13,091,336 


Signed on behalf of the Board, 


Vell 


Member 


Consolidated Statement of Changes in Net Assets 


Grok Ske 


Member 


Year Ended December 31 (000’s) 1992 199] 

Increases in Net Assets 
Contributions (note 7) $ 889,856 >: TOS oz 
Investment income (note 8) 815,367 763,410 
Unrealized market appreciation of investments 0 814,728 
1705;223 2,361,690 

Decreases in Net Assets 
Unrealized market depreciation of investments 338,304 O 
Benefits (note 9) 422,915 383,779 
Admunistrative expenditures (note 10) 30,485 26,406 
791,704 410,185 
Increase in Net Assets 913,519 1,951,505 
Net assets at beginning of year 13,091,336 11,139,831 
Net Assets at End of Year $14,004,855 $13,091,336 


17 


Pension Benefits ae Bee #0006725. 
coe normal retirement age is one years for al 


except police officers and firefighters, who may have = a normal 1 retirement tage of 60. 


years. The normal retirement pension is calculated using « a iiernbers “years of cred- e a 


itedscepvice andthe average anniial contributory earnings: during the member’ ce 2 


highest five years of contributory earnings. [he pension ts integrated with the 
Canada Pension Plan. 2) ae ; 
The Ontario Pension Benefits Act (PBA) requires oy partici- 
pating employers must fund the benefits determined under the Plan. In accordance 
with the PBA the determination of the value of these benefits is made on the basis 
of a periodic actuarial valuation. 

In addition to the normal retirement benefit described above, early 
retirement benefits, death benefits, disability waivers and benefits, and termination 


benefits are available to members who meet the plan requirements. Complete infor- 


mation may be found in the OMERS Act and Regulation or by contacting OMERS. 


Summary of Significant Accounting Policies 


Consolidation > Certain of the Fund’s private debt, real estate, 
mortgage and resource investments are held by wholly owned subsidiaries. The con- 


solidated financial statements include the accounts of the Fund and all subsidiaries. 


Investments > Investments are stated at market value and are 
recorded as of the trade date. Securities are valued at year-end quoted market prices 
where available. Where quoted market values are not available, estimated values are 
calculated by discounting cash flows based on market yields, using annual indepen- 
dent real estate appraisals, or comparative securities. 

Gains and losses on disposal of investments are credited or charged 


to investment income. Investment income is recorded on the accrual basis. 
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Bee NOTES 10 CONSOLIDATED FINANCIAL STATEMENTS 


edt ended December 3122)9 92 (Continued) 
(000's) 
1. Responsibilities of the Actuary and External Auditors 

The actuary is appointed by the Board of OMERS. It is the 
actuarys responsibility to carry out regular valuations of the actuarial liabilities of 
the System in accordance with accepted actuarial principles and report thereon to 
the Board. The actuary’s opinion is set out in the Actuarial Cost Certificate. In pet- 
forming the valuation, the actuary values the benefits provided under the System 
using appropriate assumptions about future economic conditions (such as inflation, 
salary increases, and investment returns ) and demographic factors (such as mortality 
and turnover rates, and retirement ages). [hese assumptions take into account the 
circumstances of OMERS and its members and pensioners. 

The external auditors are appointed by the Board. Their respon- 
sibility is to report to the Board regarding the fairness of presentation of OMERS’ 
financial position, results of operations and changes in financial position as shown in 
the annual financial statements. The external auditors make use of the work of the 
actuary for the actuarial liabilities as disclosed in the notes to the financial state- 
ments in respect of which the actuary has given an opinion. The auditors’ report 


outlines the scope of their examination and their opinion. 


2. investments 


1992 1997 

Market Value Cost Market Value Cost 
Cash and short 
term deposits $ 856,673 $ 856,673 $ 693,261 $ 693,26] 
Canadian bonds and 
debentures 2 AIS LSI OD TOL 092, 2,711,265 . 2,638,470 
Private debt 277,614 293,045 296,609 283,015 
Mortgages 1,776,528 1,673,302 E97 DIT - 7,839,699 
Canadian equities 5,716,410 5,649,643 5,743,317 5,391,129 
Non-Canadian equities 2,629,569 2,213,742 1,819,797 1,496,750 
Real estate 1,634,221 1,754,641 1,348,018 — 1,377,810 
Real estate debentures 11,475 11,475 20,400 20,400 
Resource properties 38,015 42,944 57,967 56,441 
Private equities 121,258 135,967 124,435 128,551 


$15,833,353 $15,369,124 


$14,792,160 $13,945,526 


Canadian bonds and debentures include Province of Ontario 
debentures having a cost of $1,293,025 (1991 - $1,293,025), bearing a weighted 
average interest rate of 9.07%, and maturing at various dates beginning on 


December 31, 1993 through December 31, 2006. 
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(000's) 
At December 31, 1992, the Fund held individual investments whose 


market or cost value exceeded 1% of the market or cost value of total investments: 


Number of 1992 Aggregate 

Investments Market Value Cost 
Canadian equities 9 $1,791,142 $1,415,526 
Canadian bonds and debentures 5 1,008,046 986,168 
Real estate S 611,191 614,281 


$3,410,379 $3,015,975 


Real estate investments above include ownership interests in the 
following properties all of which are located in Toronto, Ontario: BCE Place 
(Canada Trust Tower); Water Park Place; and One Financial Place. 


3. Long Term: Receivables 

Under the terms of the OMERS Act and Regulation certain par- 
tictpating employers have entered into agreements with the Board for the provision 
of supplementary benefits for past service. Each employer is responsible, individually, 
for the funding of such benefits based on separate actuarial valuations. Amounts due 
from employers in respect of these agreements are recorded as long term receivables 


to be paid, with interest, over a period not to exceed fifteen years. 


4. - Due to Administered Pension Plans 

The administered pension plans, which form part of the Fund, are 
administered on behalf of the Ontario Council of Regents for Colleges of Applied 
Arts and Technology, the Ryerson Polytechnical Institute, and the Minister of 
Energy for the Province of Ontario (The Ontario Hydro Guarantee Fund), and are 
credited with amounts based upon their proportionate share of the investments of 
the Fund, at market value. The Ontario Municipal Employees Retirement Board ts 
authorized under the terms of the various management agreements to recover its 


expenses for administering the aforementioned plans. 


5. Provision for Supplementary Retirement Benefits 

In 1992 and previous years certain participating employers entered 
into agreements with the Board for provision of benefits supplementary to the 
OMERS basic plan benefits. The total of funding contributions plus accumulated 
income is reported as a plan liability. 

Effective January 1, 1992, certain supplementary retirement bene- 
fits have become part of the basic plan benefits provided to all members and there- 
fore are not subject to additional contributions. OMERS is presently reviewing the 


disposition of this liability. 
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(000's) 

6. Net Assets 

& The actuarial valuation was conducted as of December 31, 1991 
and has been extrapolated to December 31, 1992. The projected unit credit 
method, prorated on services, and certain funding assumptions were used in the yal- 
uation and the extrapolation, 

Investments are valued at market value as at December 31, 1992 
for financial statement purposes, as disclosed in note 2. The actuarial value of net 
assets has been determined using an actuarial formula based on market values over 
the last five year period. The objective of this process is to smooth out the effects 
of market volatility by averaging market values while reflecting long term historical 
investment trends. In previous valuations the actuarial value of net assets was deter- 
mined using net assets at cost, adjusted for certain unrealized gains. The impact of 
the change is an increase in actuarial assets of $469,000 (199T- $215,000). 

The actuarial present value of accrued pension benefits includes 
benefits for active members, pensioners and deferred vested pensioners, 

The extrapolation of the actuarial valuation to December 31, 
1992 has taken into account amendments made to the plan up to December 31, 
1992. The 1991 comparative amounts have been restated to reflect the actuarial 
valuation conducted as of December 31, 1991, 


1992 1991 
Market value of net assets at end of year $14,004,855 $13,091,336 
Add market value adjustment for actuarial purposes 595,145 3,664 
Actuarial value of net assets at end of year 14,600,000 13,095,000 
Actuarial present value of accrued pension 
benefits at beginning of year $13,024,000 $10,949,000 
Amendments to the plan 0 3,115,000 
Ad hoc increases to pension benefits 15,000 188,000 
Change in actuarial assumptions 0 = (2,457,000) 
Interest accrued on benefits 1,127,000 750,000 
Benefits accrued 849,000 736,000 
Benefits paid (373,000) (328,000) 
Experience (gains) losses (57,000) 71,000 
Actuarial present value of accrued pension 
benefits at end of year $14,585,000 $13,024,000 
Excess of actuarial value of net assets over actuarial 
present value of accrued pension benefits $ 15,000 $ 71,000 
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(000's) 
7. Contributions 
L992 1991 
Members $430,169 $375,728 
Employers, current service 430,169 375,728 
Employers, long term receivables and 
interest thereon (note 3) 11,460 18,226 
Transfers from other pension plans 11,841 13,116 
Other purchased service 5,936 O 
Unreduced early retirement benefits (note 5) 281 754 
$889,856 $783,552 
S. Investment income 
1992 LOO} 
Short term deposits $ 41,221 $ 63,877 
Canadian bonds and debentures 241,566 231,497 
Private debt 24,079 WA Pai fee) 
Mortgages 194,411 211,444 
Canadian equities 187,603 192,343 
Non-Canadian equities 59,733 37,566 
Real estate 107,281 66,596 
Real estate debentures 1,909 4,431 
Resource properties 1,533 4,322 
Private equities 2,914 12,060 
862,250 853,889 
Realized capital gains 67,764 20,136 
930,014 874,025 
Less income credited to: 
Administered pension plans (106,368) (101,455) 
Provision for supplementary 
retirement benefits (8,279) (9,160) 
$ 815,367 $ 763,410 
9. Benefits 
1992 1991 
Members’ pensions $ 372,576 $327,866 
Members’ contributions plus interest refunded 37,455 42J10 
Transfers to other pension plans 12,884 13,203 
$ 422,915 $383,779 
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Veaqtroended Pecember 3 bo 199) (Continued) 
(000's) 
10. Administrative Expenses 

1992 199] 
Personnel services $17,410 $15,667 
Transportation & communication 1,235 940 
Actuarial services 620 760 
Audit services ai? 256 
Legal services 376 SEE 
Other professional services 408 554 
Occupancy costs and municipal taxes 3,806 3,783 
Systems development purchased services 1,500 948 
Other purchased services 3,387 2,499 
Equipment and depreciation 1,798 1,794 
Materials & supplies 1,288 859 
32,140 ph oe Vlas 

Less: Management fees from administered 
pension plans (1,655) aE) 
$30,485 $26,406 
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The Board was pleased to 
be able to respond quickly 
to the rapidly changing 
needs of plan members 
and employers in 1993. 
The strength of the OMERS 
plan lies in its commitment 
to securing the pension 
promise for plan members. 
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The Ontario Municipal Employees Retirement System (OMERS) was established in 
1962 by the Ontario Government as a multi-employer pension plan for employees 
of local governments in Ontario. OMERS also manages the pension plans of Ryerson 
Polytechnic University and the Colleges of Applied Arts and Technology. 

A contributory defined benefit pension plan, OMERS is financed by equal contri- 
butions from participating employers and employees, and by the investment earnings 
of the OMERS Fund. Some 1,120 municipalities, local boards and school boards 
participate in the OMERS plan, which is governed by a Board appointed by the 
Ontario Government. Nine members of the Board are employees of participating 
employers, two members are elected or appointed officials of municipalities or local 
boards, one member is an OMERS pensioner, and one member is a Provincial official. 

As our mission states, OMERS: 

% provides appropriate and secure pension benefits for plan members while keeping 
member and employer contribution rates reasonable and stable, 

% prudently invests the funds for long term growth at acceptable risk levels to meet 
plan liabilities and the needs of members and retirees, 

% is operated by and for municipal employees, retirees and employers in a highly 
effective manner, 

% distributes timely and useful pension information to plan members, retirees and 
participating employers, and 

% promotes the interests of plan members, retirees and employers to the Province 


and various pension regulatory agencies. 


Working together for your retirement 


Message from the Chair 


The recession of the past several years has been very hard on municipalities and local 
boards in Ontario. Declining revenues, greater demand for social services and a public 
hostile to further tax increases have forced local governments to downsize in an effort 
to reduce costs. In 1992 the OMERS Board began monitoring the effects of this trend 
on the plan. Early in 1993 the Board designed a programme of employer-paid 
enhanced early retirement benefits that would assist retiring members while helping 
employers reach reduction targets without adversely affecting the plan as a whole. 

In June the Ontario Government, in an effort to further reduce public service 
costs across the Province, introduced the “Social Contract.” The Board and its 
actuary studied the probable effect on the plan of reduced or frozen wages among 
members and concluded that the actuarial surplus would increase over time as a 
result of the Social Contract. In addition, 1993 Fund returns were well ahead of 
actuarial projections. The Board made use of a portion of the projected actuarial 
surplus to develop several provisions, in effect for the duration of the Social Contract 
period, that will help employers and members in meeting this new challenge. 

The Board was pleased to be able to respond quickly to the rapidly changing 
needs of plan members and employers. The strength of the OMERS plan lies in its 
commitment to providing secure and appropriate pension benefits, at reasonable 
contribution rates, for the employees of Ontario’s local governments. 

In 1993 we welcomed David Griffin of the Peel Regional Police Association and 
Roger Richard, Superintendent of Business and Treasurer of The Lennox and 
Addington County Board of Education, to the Board. We thank departing Board 
members and past Chairs Andreas Arkeveld and Dale Allan for their years of service 
to OMERS, and wish them well in their future endeavours. 

Allan Reeve, President and C.E.O. of OMERS since 1974, retired in June of 1993. 
Mr Reeve had served OMERS in a variety of capacities from its inception in 1963, 
overseeing tremendous growth and development in an ever-changing pension 
environment. The Board extends best wishes to Mr Reeve for a happy and fulfilling 
retirement. 

Our new President and C.E.O., Dale E. Richmond, joined OMERS in August 
1993. Mr Richmond comes to us from the Municipality of Metropolitan Toronto 
where, as Chief Administrative Officer since 1985, he was responsible for the overall 
administrative efficiency and effectiveness of the Metropolitan Corporation. His 


public service career has included positions as the Commissioner of the Department 
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of Management Services, Deputy Commissioner of Roads and Traffic, and Director of 
Economic and Policy Research for the Chief Administrative Officer’s Department for 
Metro, as well as work with the Regional Municipality of Sudbury, the City of Calgary 
and the Province of Nova Scotia. 

The Board welcomes Mr Richmond to OMERS. We look forward to working 


closely with him as we face new challenges in the coming years. 


Grok Seba 


Anne Dubas 


Chair 


Message from the President 


In 1993, for the first time in its history, OMERS had two presidents as Allan Reeve 
retired and | took over as President and C.E.O. 

This was a turbulent year in which to plunge into the work of the pension plan. 
As the Board moved swiftly to meet the challenges of downsizing followed by the 
Social Contract, | gained great insight into the complexities of our operations and the 
meaning of our mission and values. 

The investment discipline OMERS pursues was handsomely rewarded in 1993. 
Stimulative monetary policies, moderate inflation and improving corporate earnings 
in an environment of slow but solid economic growth brought about an exciting 
period of substantial gains in the financial markets. With investment returns and net 
pension contributions the investments of the consolidated OMERS Fund grew by 
26.9% in 1993, reaching $20.1 billion. The Fund is structured to provide the returns 
required to meet the plan’s long term liabilities, and its disciplined approach provides 
steady long term growth. 

The reshaping of our information systems to meet the demands of the future is 
an ongoing project. The major current item, the redevelopment of the membership 
system, will take several years to complete. Every aspect of plan management, from 
investment tracking to serving our members, employers and pensioners, is affected 
by our ability to handle information; it is critical that we maintain the highest ability 
in this area. 

| have been pleasantly impressed by the working environment at OMERS. Our 
function is to ensure delivery of the promised pension for plan members while 
keeping member and employer contribution rates reasonable and stable. All the 
OMERS staff demonstrate a strong commitment to this mission and a real awareness 
of the OMERS corporate values: to “provide high quality service to all our clients,” 
and to “treat each other with respect, fairness, trust, and dignity.” 

Assuming the mantle of leadership of OMERS is a challenging and exciting expe- 
rience. | look forward to meeting the challenge, with the help of our skilled and 


highly professional staff and our dedicated Board. 


Vee ae 
Dale E. Richmond 
President and C.E.O. 


Five Year Review of Plan Data 


1993 NooZ 199) 1990 1989 
Employers 
Municipalities 538 538 536 541 32 
School boards 134 Se (eel 134 134 
Other local boards 448 448 447 445 442 
1,120 Tt21 1,114 Ze 1,108 
Contributing Members 
by employer 
Municipalities 95,462 94,334 92,870 89,645 85,228 
School boards 53,076 53,072 a2 107 49,570 46,768 
Other local boards 41,638 42,289 42,361 41,323 39,002 
Inactive groups 21 89 22 
190,197 18977911 187,467 180,538 170,998 
by sex 
Female 91,001 Bo 612 86,903 81,940 76,135 
Male 99,196 OOF i723 100,564 98,598 94,863 
190,197 1897791 187,467 180,538 170,998 
by normal retirement age 
Age 65 167,082 166,571 164,306 S70 151,650 
Age 60 23,115 235220 23,161 22,707 19,348 
190,197 1397791 187,467 180,538 170,998 
Terminated members who have 
elected a deferred pension 7,947 7,769 7,444 7107 6,300 
Number of pensioners by type of pension 
Normal retirement 22,538 21,967 22 PD. ZO T Ee 9), 73S) 
Early retirement 16,165 14,511 12,994 11,760 10,383 
Disability pension 2,743 2,654 2,546 2,447 2 pESyif 
Spouses and children 11,987 T2738 10,494 9,886 9,308 
53,433 50,410 47,33) 44,670 41,687 
Total membership comprising 
Active members, inactive 
members and pensioners 251,577 247,970 242,242 Zeros) 218,985 
Number of members enrolled 8,112 10,933 lo o2 DPA 3 22,306 
Number of members terminated 7,706 8,609 9,603 13,133 12,161 
Net increase in membership 406 2,324 Or929 9,540 10,145 


1993 In Review 


RESPONDING TO CHANGE 

Financial pressures on local governments 
have increased steadily over the past two 
years as burgeoning costs and shrinking 
revenues have accompanied a deepening 
recession. Beginning in March 1992, the 
OMERS Board looked at the effect of 
“downsizing” — reductions in the labour 
force — on the plan, and developed ways 
in which OMERS could assist employers 
and members. 

In April 1993, the Board received 
Government approval for its employer- 
paid early retirement “window” benefit 
package, the Type 7 Supplementary 
Downsizing Agreement. The benefits 
were designed to permit employers who 
were downsizing to offer enhanced early 
retirement pension options to eligible 


members for a period of up to two years. 


Social Contract 

The “Social Contract,” a legislated payroll 
reduction measure for the broader public 
service, was introduced by the Ontario 
Government in April 1993. The Board, in 
its response to this new challenge, was 
unanimous in its desire to help preserve 
the jobs of plan members. 

With the assistance of the plan’s 
actuary, the Board studied the impact of 
reduced or frozen wages over the three 
year Social Contract period, as well as the 


effect of downsizing. The results of the 


study indicated that the Board could 
develop provisions to help members and 
employers during the Social Contract 
period. 

The Board therefore allocated $200 
million to pay for supplementary 
downsizing retirement benefits where 
employers intend to use downsizing 
savings to help meet their Social Contract 
obligations. The benefits were also 
expanded to include enhanced early 
retirement benefits applicable to members 
with a normal retirement age of 60. 

The Type 7 Supplementary Down- 
sizing Agreement allows older workers to 
retire with security and dignity, thereby 
reducing the need to lay off younger 
members. This flexible package directs 
resources where members and employers 
most need them. 

The OMERS Regulation was also 
amended to allow the plan to cover 
member and employer contributions 
for up to 12 Social Contract unpaid 
leave days or an equivalent 5% wage 
reduction per Social Contract year, at a 
projected cost of about $150 million. 

Other Regulation amendments, 
effective June 14, 1993 to the end of 
the Social Contract period, will allow 
employers to share the member cost of 
purchasing approved leave periods, 
including temporary layoffs, and will 


permit “phased-in” retirement. 


Actuarial Assets vs 
Minimum Liabilities 
($ Billions) 
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THE ACTUARIAL VALUATION 

The OMERS actuarial valuation at 
December 31, 1992, conducted by 

The Wyatt Company, indicates a surplus 
of $10 million. This valuation does not 
include the effect of Social Contract 
conditions or the initiatives the OMERS 
Board undertook in response to the 


Social Contract in 1993. 


Actuarial Valuation Results 


as at December 31 (Millions) 
1992 19911 
Actuarial Assets $14,600 $13,095 
Actuarial Liabilities 14,590 13,024 
Actuarial Surplus 10 71 


Reduced or frozen wages under 
the Social Contract, coupled with low 
inflation and robust investment returns 
over the next few years should provide 
sufficient funding for the Board’s Social 


Contract initiatives. 


PENSION INCREASE 

Pensioners whose pensions began on or 
before December 1, 1992 received an 
indexed increase of 1.33% on January 1, 
1994, equal to 70% of the increase in 
the Consumer Price Index for the year 
September 1992 to September 1993. 
They also received an ad hoc increase of 
0.57%, bringing the full pension increase 


to 100% of the inflation rate. 


Ad hoc increases have historically 
been recommended by the Board and 
approved by the Ontario Government. 
The Government made a commitment in 
1993 to change the OMERS Act, when 
the Act is next amended, to allow the 
Board to implement ad hoc increases, 
plan surplus permitting, without seeking 


Government approval. 


COST-EFFECTIVENESS 

OMERS has been instrumental in devel- 
oping comparative data on operating 
costs for pension administration and 
investment management programmes 
in the pension industry. Our objective in 
participating in this project has been to 
develop measurable standards that will 
help us study the relationship between 
operating costs and business activities 
within OMERS and between OMERS 
and other pension organizations. 

Using an activity-based costing 
approach, we have compiled direct 
and indirect operating costs for each 
core administration and investment 
programme. This helps us determine 
appropriate operating cost levels more 
effectively when there are fluctuations 
in such variables as the number of 
members, the volume of activity, or 
investment market values. 

The database also helps us compare 


our costs to those of similar pension 


Five Year Review of Financial Data 


$ Millions 1993 19972 199) 1990 1989 
Investments* 
Ontario debentures 1,297.8 1, 30337 PS ORs 1,143.3 1,205.4 
Marketable securities 18,791.3 145 29°77 13,490.9 TS 8: 2 Tes 
20,089.1 15,833.4 14,792.2 12,461.5 127322.8 
Assets* 
For basic plan benefits 17,778.1 14,004.8 1370913 1139.3 1163-0 
For supplementary benefits 139-3 136;3 12822 117.0 10951 
For managed plans 2,361.4 1,840.5 VAS 1,462.0 1,466.9 


20,278.8 15,9816 14,938.8 T2788 73920 


Investment income earned 


Basic plan 1,417.2 815.4 763.4 783.3 916.0 
Supplementary benefits 8.4 ons oe iS Oe, 
Managed plans 186.6 106.3 101.4 106.0 122.6 
1,612.2 930.0 874.0 900.6 1,048.3 
Contributions received for 

Basic plan current service 890.0 878.1 764.6 683.3 SOUL 

Past service 11.6 eS 18.2 Se) 19.7 
Supplementary benefits 0.6 0.3 0.8 1.6 ie 
902.2 889.9 7S3N0 720.4 61251 


Payments to members 


Pensions paid 414.3 a/2,0 BZ 720 278.5 244.6 
Contributions and interest refunded 43.5 37.4 42.7 D307, Bille 
Transfers to other plans 5.6 229 13.2 one 4.1 

463.4 422.9 383.8 SyeW/ Ass) ELE) 


Administrative expenditures and recoveries 


Pension programme 


Gross 16.5 16.6 14.0 PZ 1027, 

Less fee recoveries 1.9 Le 20 0.8 O27 

Net 14.6 14.9 1230 ES 10.0 
Investment programme 16.6 15.6 14.4 12.7 27 
31.2 30.5 26.4 24.5 19.7 

Total fund annual rates of return 

Dollar-weighted return on book value 10.2% 6.4% 6.7% 7.9% 10.4% 
Time-weighted gross return on market value 23.7% 3.9% 14.5% -3.4% 16.4% 


*at market value as at December 31 
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organizations participating in the 
project. It allows us to adjust for each 
plan’s corporate objectives and adminis- 
trative environment. We have found, 
through this comparison, that our core 
pension and investment programme 
costs are in line with those of other 


major pension plans in Canada. 


INFORMATION SYSTEMS 

Our ability to serve our members, 
employers and pensioners, to maintain 
contribution and benefit records and 
to monitor our investments effectively 
is dependent on information systems. 
We are constantly upgrading and 
improving our systems. 

We began redesigning our 
membership system in 1993. This 
complex project, which encompasses 
all the services needed to administer 
our member and employer records 
and activities, is expected to take several 
years to complete. The redeveloped 
system will help us improve the delivery 


of service to members and employers. 


MANAGED PLANS 

OMERS manages, for a fee, the pension 
plans of Ryerson Polytechnic University 
and the Ontario Colleges of Applied Arts 
and Technology (CAAT). The Ryerson 
Retirement Pension Plan served 1,333 


active members and paid $3 million to 


295 pensioners in 1993. The Ryerson 
plan has $203 million invested with the 
OMERS Fund. 

By the end of 1993 the CAAT Pension 
Plan had 17,857 active members and had 
paid $34 million in benefits to 3,794 
pensioners. The CAAT plan has over $2.1 
billion invested with the OMERS Fund. 


CORPORATE GOVERNANCE 

OMERS believes that effective corporate 
governance will result in enhanced 
returns for the Fund. 

In 1993 we published our Proxy 
Voting Guidelines, a booklet expressing 
our general views on corporate gover- 
nance for the management and boards 
of those companies in which the Fund 
invests. The booklet also outlined 
specific proxy voting recommendations. 
We believe that the voting of proxies is 
a significant aspect of the Board's duty 
to protect the interests of the beneficia- 
ries of the plan, and we make every 
effort to ensure that our proxies are 
being voted in accordance with our 
published guidelines. 

We have also developed a formal 
approach to the analysis of under- 
performing companies in the Canadian 
equity portfolio. In 1993 we applied this 
approach to two specific cases. We will 
continue to monitor and measure the 


effectiveness of this process. 
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Consolidated Investment Assets 


Market value as at December 31 (000’s) 1993 1997 
Fixed Income Investments 
Cash and short term $655,526 $856,673 
Ontario debentures 1,297,821 17,303,672 
Marketable bonds 2,748,663 1,467,918 
Private debt 208,999 277,614 
Mortgages: ¢ Residential - insured 725,063 840,206 
¢ Commercial - uninsured 1,036,568 93 6N3 22 
Total Fixed Income Investments $6,672,640 $5,682,405 
Equity Investments 
Stocks: ¢ Canadian indexed $1,441,313 $1,038,453 
e Canadian active 6,355,758 4,677,957 
e Foreign indexed 1,591,420 476,297 
e Foreign active 1,999,703 Phe NYS /2/LP 
Total Stocks 11,388,194 8,345,979 
Private equities 181,900 1595273 
Total Equity Investments $11,570,094 $8,505,252 
Real Estate $1,846,368 $1,645,696 
Total Investments $20,089,102 $157833/353 


THE FUND 


previous years. With interest rates at 


Financial markets, driven by stimulative 
monetary policies, moderating inflation 
and improving corporate earnings, had 
an outstanding year in 1993. Global 
investors fared very well, although 
growth lagged in France and Germany, 
and the Tokyo stock market performed 
poorly in response to Japan’s political 
and economic problems. 

In North America interest rates 
continued their downward trend, 


although at a slower pace than in 


levels not seen in decades, investors 
channelled funds into equities despite 
high valuation levels. 

Canadian economic growth was not 
as strong as in previous recoveries, but 
1993 saw a healthier economy helped 
by increasing US demand for cars and 
housing. Canada’s merchandise trade 
surplus widened as exports reached 
record levels. Real Gross Domestic 
Product (GDP) growth for the year was 
2.4%, up from 0.7% in 1992, despite 
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restrained consumer spending. The TSE 
300 posted a return of 32.6%, beating 
the New York, London and Tokyo 
exchanges. The Canadian dollar rose and 
fell in response to the political tides of an 
election year, declining about 4.4% to 
average US 77.8¢ over the year. 
Through investment growth and net 


pension contributions the investments of 


segments of the portfolio. For example, 
the target performance for our marketable 
bonds is the ScotiaMcLeod Long Term 
Bond Index plus 0.25%, for externally 
managed Canadian equities the target is 
the TSE 300 plus 1.5%, and we expect 
returns on our international equities to 
exceed those of the Salomon Brothers 


Global Equity (excluding Canada) Index. 


0 
75'77'79'81'83'85 '87'89'91'93_ the consolidated OMERS Fund reached 


Long term target growth for the total 
Investment | Net Pension 
Income Contributions 


Asset Mix 


as at December 31, 1993 


§ Cash and Short Term 


Bonds 


Mortgages 


Private Debt 


Canadian Stocks 


Foreign Stocks 


— Private Equities 


HB Real Estate 


$20.1 billion by the end of 1993. The 
Fund returned 23.7% in the year, before 
adjustment for investment operating 


costs of approximately 0.1%. 


Fund Performance 

The OMERS Fund is structured to provide 
returns that will meet the plan’s long 
term liabilities. Our asset mix targets of 
50 - 60% in equities, 25 - 35% in fixed 
income, and 10 - 15% in real estate were 
reviewed and confirmed in 1992. This 
mix will help ensure that the Fund is 
appropriately invested to achieve its long 
term growth objective. 

Mechanisms have been put in place 
to better monitor and adjust the alloca- 
tion of funds. Strict investment discipline 
has provided steady long term growth, 
and will continue to do so. 

To monitor the performance of our 
investments and those responsible for 
managing them, very specific standards, or 


benchmarks, have been adopted for 


10 


Fund is 4.25% above the increase in the 
Consumer Price Index (the rate of 
inflation) each year. Actively managing 
these investments should produce an 
additional 0.75% return over the long 
term. The Fund achieved a return of 
23.7% in 1993, well above the target 
return of 6.0%, bringing its four year 
average annual rate of return to 9.2% 


compared to the target rate of 7.4%. 


Canadian Equities 

Our Canadian equities are held in a 
variety of portfolios defined by the char- 
acteristics of the investments held or by 
the management style. 

The Canadian “core” portfolio, which 
consists of actively managed mid to large 
capitalization stocks, is the largest at $5.1 
billion. The portfolio had an excellent year 
in 1993, returning 33.0% compared to a 
total return of 32.6% for the TSE 300. Its 
average return over four years was 6.2% 


compared to 5.7% for the TSE 300. 
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Fund Performance Compared to Indices 


1 year 4 year 10 year 
Marketable bonds 21.7% =m 16.4% mmm 14.5% oom 
ScotiaMcLeod Long Bond Index 22.1% oo 15.5% mmm 15.0% mom 
Index bonds 22.6% = = = 
BFGFA Long Government Bond Index 22.1% co _ 
Ontario debentures 19.5% 14.7% mmm 14.5% oom 
(not applicable) — a = 
Mortgages 13.5% = 12.8% mim 13.0% coe 
BFGFA 5-Year Canada Bond Index 14.8% =m 13.2% = — 
Private debt 17.8% 8.0% om 12.0% oz 
BFGFA 5-Year Canada Bond Index 14.8% com 13.2% [a — 
Total Fixed Income 16.7% === 13.6% wm 13.5% =m 
ScotiaMcLeod Universe Bond Index 18.1% oom 14.3% oom 813.4% oom 
Core fund 33.0% 6.2% = 10.0% om 
TSE 300 Index 32.6% 5.7% @ 9.0% az 
Small capitalization fund 36.7% 14.2% = — 
Burns Fry Model Small Cap Index (weighted) 48.3% mu 993% «om — 
Private equities 28.5% EE (1.8%) 4 4.6% w@ 
TSE 300 Index 32.6% 2 5.7% @ 9.0% aaa 
Total Canadian Stocks 32.3% 6.2% 97% =m 
TSE 300 Index 32.6% EE 5.7% @ 9.0% tm 
Foreign stocks 32.5% 13.2% Ge 14.8% 
Salomon Brothers Global BMI (excluding Canada) 25.1% 8.4% ma — 
Real estate 2.7% #8 (0.1%) — 
Russell Canadian Office & Retail Property Index (adjusted) (6.0%) « (3.2%) 14 — 
Total OMERS Fund 23.7% wa 9.2% @ 11.8% @ 
Consumer Price Index 1.7% | S190" 3.8% 1 
Consumer Price Index + 4.25% 6.0% 4 7.4% 8.1% & 
Investment cost ratio 0.13% 0.15% 0.15% 


BFGFA stands for Burns Fry Gifford Fong Associates 


Small capitalization equities, particu- 
larly in resources and energy, were 
exceptional performers again in 1993. 
The OMERS small capitalization fund, 


which strives for good performance with 
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a moderate risk profile, posted a return 
of 36.7% in 1993, with a four year return 
of 14.2%. This fund is one of the largest 
of its kind in Canada, with 1993 price 


appreciation and cash allocations bringing 


OMERS Canadian Equity 
(Cumulative Return) 
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OMERS 
Canadian Equity 


fl Tse 300 


Global Distribution 
of Total Fund 
% of Investments at Market Value 
as at December 31, 1993 


Canada 80.6% 
f USA 7.4% 
HB Europe 5.1% 
Asia & Pacific 6.3% 


[| Central / South America 0.6% 
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it to more than $356 million in total assets 
by year end. Although the exceptionally 
strong performance of small capitalization 
stocks as a group is not expected to 
continue through 1994, OMERS believes 
in the investment merits of selected small 
companies in our portfolio. 

More of the Canadian equity index 
fund was internally managed in 1993, 
leaving about $475 million under 
external management. The combined 
internally and externally managed 
Canadian equity index fund return for 
the year was 32.8%, slightly above the 
total return for the TSE 300. 

With a return of 28.5% in 1993, the 
private equity portfolio’s performance 
showed significant improvement over that 
of past years. We will continue to focus on 
sectors of the economy that offer strong 


growth potential. 


Foreign Equities 

Foreign equity holdings had reached 
$3.6 billion, or about 17.9% of the 

total Fund by year end. Both active and 
passive foreign portfolios are now largely 
externally managed. 

Our actively managed international 
equity portfolio, excluding the United 
States, returned 49.7% in 1993, out- 
performing the Salomon Brothers Europe 
and Pacific Broad Market Index which 
returned 35.9%. The Tokyo stock market 


performed poorly in 1993 despite deep 
interest rate cuts, a stimulative fiscal 
policy and public pension fund buying 
to support the market. For most of 

the year OMERS held about half the 
normal index weight in Japan while 
overweighting the smaller Pacific Rim 
markets, notably Hong Kong. This 
helped the performance of the portfolio. 

During the year we converted our 
internally managed U.S. portfolio from 
active to passive management to achieve 
a more consistent investment perfor- 
mance. Our S&P 500 index fund, which 
returned 14.7%, virtually matched the 
index, while the U.S. mid-cap fund, with 
returns of 11.4% for the six months 
ended December 31, 1993, was 16 basis 
points ahead of its benchmark. 

At year end, our combined foreign 
equity index fund was valued at $1.6 
billion. Of this, $1.2 billion was invested 
in the U.S. and the balance was divided 
about equally between Europe and 
Pacific funds, which returned 31.6% 


and 39.1% respectively. 


Fixed Income 

Fixed income markets world-wide saw 
good returns in 1993 as inflation 
remained under control. New foreign 
buying of Canadian bonds followed the 
federal election. Yield spreads between 


Canadian and U.S. Government bonds 
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narrowed. Short rates declined 315 basis 
points and long rates dropped 140 basis 
points, both significant changes. 

Our fixed income investments, which 
include actively and passively managed 
Canadian marketable bonds, Ontario 
debentures, mortgages, and private debt 
(term loans) formed 33.2% of the Fund’s 
assets at year end. 

In its first full year after the port- 
folio was restructured with a long term 
orientation, our marketable bonds 
returned 21.7%, compared to 22.1% 
for the comparable ScotiaMcLeod Long 
Term Bond Index. The portfolio’s four 
year average return was 16.4%, 
compared to 15.5% for the index. 

Our new Canadian indexed bond 
fund was well structured, with a total 
return of 22.6% closely matching the 
Burns Fry Long Government Index at 
year end. 

The use of bond options and futures 
within the bond fund has been 
researched, and these derivatives will 
be employed in 1994 when an opportu- 
nity or a specific need arises. 

The conservative approach to 
mortgage lending OMERS has maintained 
over the years has rewarded us with a 
portfolio of high quality mortgages that 
returned a very satisfactory 13.5% in 
1993. The strength of our mortgage port- 


folio allowed us to exploit advantageous 
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refinance opportunities and to secure 


new investments at a significant premium 4.0 


which, combined with declining rates 
over the year, produced large market 
value gains in 1993. We will continue 
our present strategy of pursuing quality 
commercial opportunities at premium 
rates as they become available. 

The private debt portfolio returned 
17.8% in 1993, handily outperforming 
its benchmark Burns Fry 5-Year Bond 
Index. Maturities, redemptions and 
amortization reduced the size of the 
portfolio, and new investment activity 
remained low as few attractive 


investment opportunities arose. 


Real Estate 
OMERS Realty Corporation is a wholly 
owned subsidiary of OMERS, incorpo- 
rated in 1989 to manage a high-quality, 
well diversified real estate portfolio. 
Properties are purchased without debt 
financing, wholly or in partnership with 
other institutions or developers, and are 
professionally managed on our behalf. 
The portfolio now holds interests 
in 35 properties comprising some 9.4 
million square feet of prime office and 
retail space, with an average lease rate 
of 91.5%. OMERS Realty continued its 
acquisition programme in 1993, adding 
a 50% interest in each of Toronto’s 


Yorkdale Shopping Centre, Kelowna’s 


35) 


3.0 


OMERS Marketable Bonds 
(Cumulative Return) 
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Universe Bond Index 


Real Estate 
(Market Value by Location) 


Ontario 73.5% 
Quebec 2.6% 
Alberta 10.4% 
© British Columbia —- 13.5% 
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Orchard Park and Vernon’s Village Green 
regional shopping centres. Holdings in 
Vancouver’s Oceanic Plaza, Marine 
Building and Guinness Tower were also 
expanded. 

At the end of 1993 the portfolio had a 
market value of $1.8 billion, about 9.2% 
of the OMERS Fund’s investment assets. 
Real Estate returned 2.7% in 1993, 
compared to 1.5% in 1992 and 0.4% in 
1991. The prolonged period of depressed 
real estate prices has allowed OMERS 
Realty to build a portfolio of very high 


quality properties at attractive prices. 


Outlook 
A dramatic reduction in Canada’s 
inflation and interest rates during the 
past 10 years has led to high returns 
in bonds, mortgages and other fixed 
income instruments, where lower rates 
contributed to substantial capital gains. 
In 1994 we anticipate seeing inflation 
reach the lowest rate since 1961. With 
such low inflation and renewed weakness 
in the Canadian dollar, interest rates are 
unlikely to go much lower; in fact, we 
may have already seen the low point in 
the interest rate cycle. 
Without lower interest rates to power 


fixed income returns, and with a clear, 


albeit modest, economic recovery and 
improved corporate earnings under way, 
the OMERS asset mix policy, which 
favours equities over fixed income, is 
likely to serve us well. 

OMERS will continue the process of 
diversification of the Fund in 1994. The 
inclusion of growth and small capitaliza- 
tion managers in our externally managed 
Canadian equity programme will increase 
the diversification of our management 
styles and compliment our in-house 
managers’ value-oriented style. We will 
also take advantage of the increase in the 
foreign property limit to 20% of the cost 
of our assets to launch an internally 
managed foreign bond programme. 
Equity holdings will be further diversified 
in emerging markets, including those in 
Latin America and the Pacific basin. 

Finally, plans are under way to use 
more Canadian and foreign index 
futures, swaps and other derivative 
instruments to increase diversification 
and manage risk. Derivatives offer us a 
cost-effective way to hedge exposure in 
an equity or fixed income market and to 
expand the array of tools available to 
OMERS in its disciplined management 


of the Fund’s asset mix. 
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Actuarial Cost Certificate 


As at December 31, 1993 

For the Ontario Municipal Employees Retirement Board 

The most recent actuarial valuation of the registered pension plan benefits provided 
under the Ontario Municipal Employees Retirement System was conducted as at 
December 31, 1992 using the Unit Credit Actuarial Cost Method, with projection of 
earnings. Our valuation conformed with the Recommendations for the Valuation of 
Pension Plans adopted by the Canadian Institute of Actuaries. 

The actuarial valuation of OMERS as at December 31, 1992 was conducted using 
membership data and financial information supplied by the Board. We reviewed the 
data for reasonableness and consistency with the data provided in prior years. In our 
opinion, the data is sufficient and reliable for the purposes of actuarial valuation. 

In our opinion, the assumptions adopted for our actuarial valuation of OMERS are 
appropriate, and the methods employed are consistent with sound actuarial principles. 
Nonetheless, the experience of OMERS in the future may be different from the actuarial 
assumptions, and may result in gains or losses which will be revealed in future actuarial 
valuations. 

The results of the actuarial valuation disclosed total Actuarial Liabilities of 
$14,590.202 million in respect of benefits accrued for service prior to December 31, 
1992, including the effect of an ad hoc adjustment to pensions as at January 1, 1993. 
The Actuarial Assets at that date were $14,599.919 million indicating an actuarial 
surplus of $9.717 million. 

The results of the actuarial valuation also indicated that the existing levels of 
member and employer contributions are sufficient to meet the Normal Actuarial Cost of 
benefits to be earned each calendar year until the next actuarial valuation is performed. 

We have considered the likely development of the Actuarial Liabilities during 1993 
taking into account amendments made to the Plan up to December 31, 1993. Further, 
we have calculated the Actuarial Assets at December 31, 1993. 

We are of the opinion, in accordance with generally accepted actuarial principles, 
that the assets of the Fund at December 31, 1993 are sufficient to meet all the liabilities 
of the Plan in respect of services rendered by members up to that date. 

Respectfully submitted 

THE WYATT COMPANY 


= ae 


Martin J.K. Brown, F.I.A., F.C.I.A. 
Fellow, Canadian Institute of Actuaries 
March 25, 1994 
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KPMG! 


Auditors’ Report 


To the Ontario Municipal Employees Retirement Board 


We have audited the consolidated statement of net assets of the Ontario Municipal 
Employees Retirement Fund as at December 31, 1993 and the consolidated 
statement of changes in net assets for the year then ended. These financial 
statements are the responsibility of the Fund’s management. Our responsibility is 
to express an opinion on these financial statements based on our audit. 

We conducted our audit in accordance with generally accepted auditing 
standards. Those standards require that we plan and perform an audit to obtain 
reasonable assurance whether the financial statements are free of material 
misstatement. An audit includes examining, on a test basis, evidence supporting the 
amounts and disclosures in the financial statements. An audit also includes assessing 
the accounting principles used and significant estimates made by management, as 
well as evaluating the overall financial statement presentation. 

In our opinion, these consolidated financial statements present fairly, in all mate- 
rial respects, the financial position of the Fund as at December 31, 1993 and the 
results of its operations and the changes in its financial position for the year then 


ended in accordance with generally accepted accounting principles. 


KPMQ Peat Mawrik sro 


Chartered Accountants 
Toronto, Canada 


March 25, 1994 
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Consolidated Financial Statements 


Consolidated Statement of Net Assets 


December 31 (000’s) 1993 1992 
Assets 
Investments (note 2) $20,089,102 nse pree isos) 
Long term receivables (note 3) 61,847 98,218 
Contributions receivable 79,202 82,560 
Accrued income 153,023 130,480 
20,383,174 16,144,611 
Liabilities 
Due to administered pension plans (note 4) 2,361,410 1,840,466 
Accrued liabilities 243,627 299,290 
2,605,037 plo oO pioo 
Net Assets (note 5) $17,778,137 $14,004,855 
Signed on behalf of the Board, 
Member Member 
Consolidated Statement of Changes in Net Assets 
Year Ended December 31 (000’s) 1993 1992 
Increases in Net Assets 
Contributions (note 6) $ 902,188 $ 889,856 
Investment income (note 7) 1,417,172 815,367 
Unrealized market appreciation of investments 1,948,439 0 
4,267,799 1705; 223 
Decreases in Net Assets 
Unrealized market depreciation of investments 0 338,304 
Benefits (note 8) 463,373 422,915 
Administrative expenditures (note 9) 31,144 30,485 
494,517 791,704 
Increase in Net Assets 3,773,282 913,519 
Net assets at beginning of year 14,004,855 137091336 
Net Assets at End of Year $17,778,137 $14,004,855 
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Notes to Consolidated Financial Statements 


Year ended December 31, 1993 
(000’s) 


GENERAL 

The Ontario Municipal Employees Retirement System (OMERS) is a multi-employer 
pension plan which operates as the Ontario Municipal Employees Retirement Fund 
(the Fund) as provided in Section 5 of the Ontario Municipal Employees Retirement 
System Act (OMERS Act). The System provides pensions for employees of Ontario 
municipalities, local boards, public utilities and school boards (non-teaching staff). 

The Fund is a contributory defined benefit pension plan which is financed by 
equal contributions from participating employers and employees, and by the invest- 
ment earnings of the Fund. The Fund is registered under the Ontario Pension Benefits 
Act, Registration #C006725. 

The normal retirement age is 65 years for all OMERS members except police offi- 
cers and firefighters, who may have a normal retirement age of 60 years. The normal 
retirement pension is calculated using a member's years of credited service and the 
average annual contributory earnings during the member's highest five years of 
contributory earnings. The pension is integrated with the Canada Pension Plan. 

The Pension Benefits Act of Ontario (PBA) requires that participating employers 
must fund the benefits determined under the plan. In accordance with the PBA the 
determination of the value of these benefits is made on the basis of a periodic 
actuarial valuation. 

In addition to the normal retirement benefit described above, early retirement 
benefits, death benefits, disability benefits, and termination benefits are available to 
members who meet the plan requirements. Complete information may be found in 


the OMERS Act and Regulation or by contacting OMERS. 


SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

Consolidation 

The consolidated financial statements include the accounts of OMERS, its subsidiaries 
holding real estate, mortgage, private equity and resource investments, and OMERS 
proportionate share of the assets, liabilities, and operating income of real estate prop- 


erties jointly owned with others. 
investments 


Investments are recorded as of the trade date and are stated at market value. The 


change in the difference between market value and cost of investments at the begin- 
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Notes to Consolidated Financial Statements 


Year ended December 31, 1993 (Continued) 
(000’s) 


ning and end of each year is reflected in the statement of changes in net assets as 
unrealized market appreciation/depreciation of investments. 

Market values of investments are determined as follows: 

(i) Short term deposits are recorded at cost. 

(ii) Bonds, debentures, equities and resource properties are valued at year end 
quoted market prices where available. Where quoted market prices are not available, 
estimated values are calculated using discounted cash flows based on current market 
yields, comparative securities, independent asset appraisals and financial analysis. 

(iii) Real estate, comprising primarily income producing properties, is carried at 
appraised values determined annually by an independent appraiser in accordance 
with generally accepted appraisal practices and procedures, based mainly on 
discounted cash flows for a ten year period. In performing the appraisals, certain 
assumptions are made with respect to future economic conditions and rates of 
return. The firm of independent appraisers used is Jones Lang Wootton Canada Inc. 
(1992 - Drivers Jonas (Canada) Ltd.). 

(iv) Mortgages and private debt are valued using discounted cash flows based on 
current market yields for instruments of similar risk. 

Investment income, which is recorded on the accrual basis, includes dividends, 
interest income, and real estate operating income as well as capital gains and losses 


which have been realized on investments. 


Foreign Currency Translation 
The market values of foreign currency denominated investments included in the 
statement of net assets are translated into Canadian dollars at the year end rate of 
exchange. Gains and losses arising from this translation are included in unrealized 
appreciation/depreciation of investments. 

Foreign currency denominated transactions, as well as cost amounts included in 
Note 2 to the financial statements, are translated into Canadian dollars at the rates of 


exchange on the dates of the related transactions. 


1. RESPONSIBILITIES OF THE ACTUARY AND EXTERNAL AUDITORS 
The actuary is appointed by the Board of OMERS. It is the actuary’s responsibility to 
carry out regular valuations of the actuarial liabilities of the System in accordance 


with accepted actuarial principles and report thereon to the Board. The actuary’s 
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Notes to Consolidated Financial Statements 


Year ended December 31, 1993 (Continued) 
(000’s) 


opinion is set out in the Actuarial Cost Certificate. In performing the valuation, the 
actuary values the benefits provided under the System using appropriate assumptions 
about future economic conditions (such as inflation, salary increases, and investment 
returns) and demographic factors (such as mortality and turnover rates and 
retirement ages). These assumptions take into account the circumstances of OMERS 
and its members and pensioners. 

The external auditors are appointed by the Board. Their responsibility is to report 
to the Board regarding the fairness of presentation of OMERS financial position, 
results of operations and changes in financial position as shown in the annual consoli- 
dated financial statements. The external auditors make use of the work of the 
actuaries for the actuarial liabilities as disclosed in the notes to the financial 
statements in respect of which the actuaries have given an opinion. The auditors’ 


report outlines the scope of their examination and their opinion. 


2. INVESTMENTS 


1993 ie 
Market Value Cost Market Value Cost 
Cash and short 
term deposits $ 655,526 $ 655,526 $ 856,673 $ 856,673 
Canadian bonds and 
debentures 4,046,484 3,716,894 237117590 2,737,092 
Private debt 208,999 220,535 277,614 293,045 
Mortgages 1,761,631 1,597,810 1,776,528 1,673,302 
Canadian equities 7,797,071 6,224,194 5,716,410 5,649,643 
Non-Canadian equities 3,591,123 2,773,032 2,629,569 22 N33 fAZ 
Real estate 1,846,368 2,054,774 1,645,696 iA eters mi ie: 
Resource properties 44,666 43,566 38,015 42,944 
Private equities 137,234 129,965 A 2s 135,267 


$20,089,102 $17,416,296 $:15;833;39 31979097124 


Canadian bonds and debentures include Province of Ontario debentures having a 
market value of $1,297,821 and a cost of $1,163,525 (market $1,303,672 and cost 
$1,293,025 in 1992), bearing a weighted average interest rate of 9.18% (9.07% in 
1992), and maturing at various dates through December 31, 2006 ($129,500 
matured December 31, 1993). 
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Year ended December 31, 1993 (Continued) 
(000’s) 


At December 31, 1993, the Fund held the following investments each having a 


market value or cost exceeding 1% of the market value or cost of total investments: 


Number of 1993 Aggregate 
Investments Market Value Cost 
Canadian equities 6 $1,488,922 $1,033,989 
Real estate 3 570,080 650,991 
$2,059,002 $1,684,980 


Real estate investments above include ownership interests in the following prop- 
erties all of which are located in Toronto, Ontario: BCE Place (Canada Trust Tower), 


Water Park Place, and One Financial Place. 


3. LONG TERM RECEIVABLES 

Under the terms of the OMERS Act and Regulation certain participating employers 
have entered into agreements with the Board for the provision of supplementary 
benefits for past service. Each employer is responsible, individually, for the funding of 
such benefits based on separate actuarial valuations. Amounts due from employers in 
respect of these agreements are recorded as long term receivables to be paid, with 


interest, over a period not to exceed fifteen years. 


4. DUE TO MANAGED PENSION PLANS 

The managed pension plans which form part of the Fund are administered on behalf 
of the Ontario Council of Regents for Colleges of Applied Arts and Technology, the 
Ryerson Polytechnic University and the Minister of Energy for the Province of Ontario 
(The Ontario Hydro Guarantee Fund), and are credited with amounts based upon 
their proportionate share of the investments of the Fund, at market value. The 
Ontario Municipal Employees Retirement Board is authorized under the terms of the 
various management agreements to recover its expenses for administering the afore- 


mentioned plans. 


5. NET ASSETS 
The actuarial valuation was conducted as of December 31, 1992 and has been extrapo- 
lated to December 31, 1993. The projected unit credit method, prorated on services, 


and certain funding assumptions were used in the valuation and the extrapolation. 
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Year ended December 31, 1993 (Continued) 


(000’s) 


Investments are valued at market value as at December 31, 1993 for financial 


statement purposes, as disclosed in note 2. The actuarial value of net assets has been 


determined using an actuarial formula based on market values over the last five year 


period. The objective of this process is to smooth out the effects of market volatility 


by averaging market values while reflecting long term historical investment trends. 


The actuarial present value of accrued pension benefits includes benefits for 


active members, pensioners and deferred vested pensioners. 


The extrapolation of the actuarial valuation to December 31, 1993 has taken 


into account amendments made to the plan up to December 31, 1993. The 1992 


comparative amounts have been restated to reflect the actuarial valuation conducted 


as of December 31, 1992. 


1993 OY 
Market value of net assets at end of year $17,778,137 $14,004,855 
Market value adjustment for actuarial purposes (1,229,137) se eal hsm 
Actuarial value of net assets at end of year 16,549,000 14,600,000 
Actuarial present value of accrued pension 
benefits at beginning of year $14,590,000 $13,024,000 
Ad hoc increases to pension benefits 27,000 16,000 
Interest accrued on benefits 1,258,000 1,126,000 
Benefits accrued 993,000 869,000 
Benefits paid (414,000) (373,000) 
Experience gains (205,000) (72,000) 
Actuarial present value of accrued pension 
benefits at end of year $16,249,000 $14,590,000 
Excess of actuarial value of net assets over 
actuarial present value of accrued pension benefits $ 300,000 $ 10,000 
6. CONTRIBUTIONS 
1993 $992 
Members $438,195 $430,169 
Employers, current service 438,195 430,169 
Employers, long term receivables and interest thereon (note 3) 11,612 11,460 
Transfers from other pension plans 5,188 11,841 
Other purchased service 8,415 5) 23K 
Unreduced early retirement benefits 583 281 
$902,188 $889,856 
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Year ended December 31, 1993 (Continued) 


- (000’s) 


7. INVESTMENT INCOME 


1993 eo 
Short term deposits $ 39,891 $ 41,221 
Canadian bonds and debentures 273,828 241,566 
Private debt 28,820 24,079 
Mortgages 176,497 194,411 
Canadian equities 179,187 187,603 
Non-Canadian equities 62,293 Do pliad 
Real estate 125,503 109,190 
Resource properties 3,320 1533 
Private equity 3,841 2,914 
893,180 862,250 
Realized capital gains 719,032 67,764 
1,612,212 930,014 

Less income credited to: 
Managed pension plans (186,654) (106,368) 
Provision for supplementary retirement benefits (8,386) (8,279) 
$1,417,172 $ 815,367 

8. BENEFITS 

1993 L992 
Members’ pensions $ 414,345 $372,576 
Members’ contributions plus interest refunded 43,473 37,455 
Transfers to other pension plans 5,555 12,884 
$ 463,373 $422,915 
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Year ended December 31, 1993 (Continued) 


(000’s) 


9. ADMINISTRATIVE EXPENSES 


1993 1292. 

Personnel services $18,421 $17,410 
Transportation and communication 864 a ro a 
Actuarial services 497 620 
Audit services 350 Sez 
Legal services 413 376 
Other professional services 345 408 
Occupancy costs and municipal taxes 3,906 3,806 
Systems development purchased services 1,361 1,500 
Other purchased services 4,308 37387 
Equipment and depreciation 1,658 15298 
Materials and supplies 916 1,288 
$ 33,039 $ 32,140 

Less: Management fees from managed pension plans (1,895) (1,655) 
$31,144 $30,485 
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Senior Officers and Members of the 1994 Board 


Members of the Board 

Chair 

Anne Dubas 

Public Health Nurse, City of Toronto 


Ist Vice Chair 
Gary R. Mugford 
Firefighter, City of Toronto 


2nd Vice Chair 

Joanne Fulkerson 

Director of Human Resources, 
Thunder Bay Hydro 


Past Chair 

James V. Sherlock 

School Trustee, 

Halton Separate School Board 


Nancy J. Bardecki 
Director, Municipal Finance Branch, 
Ministry of Municipal Affairs 


Fayne Bullen 
Alderman, 
City of Orillia 


David A. Griffin 
Administrator, 
Peel Regional Police Association 


Wasim Hassan 
Director Utility Practices, 
Municipal Electric Association 


Gerry W. Lawson 

Commissioner of Finance and 
Treasurer, Regional Municipality of 
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ONTARIO MUNICIPAL EMPLOYEES 


RETIREMENT SYSTEM 


The Ontario Municipal Employees Retirement System (OMERS) was established in 
1962 by the Ontario Government as a multi-employer pension plan for employees of 
local governments in Ontario. A total of 1,120 municipalities, boards, school boards 
and commissions participate in the plan. 

Managed by a 13 member Board appointed by the Ontario Government, OMERS 
is operated by and for municipal employees and employers. Five members of the 
Board are employees of local governments, one is a pensioner, four are officers of the 
participating employers, two are elected or appointed officials of municipalities or 
local boards, and one member is a Provincial official. 

OMERS is a defined benefit pension plan financed by equal contributions from 
participating employers and employees, and by the investment earnings of the 
OMERS Fund 
In keeping with our mandate, the OMERS vision is as follows. 
© OMERS will be an autonomous, self-funded pension plan managed by and for 

its active members, pensioners and employers. 

° OMERS will provide a choice of pension options for employees engaged in the 
delivery of local government services. 
e OMERS will keep its pension promise through prudent investments and cost- 


effective management. 


WORKING TOGETHER FOR YOUR RETIREMENT 
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STRENGTH IN D | 


The strength of OMERS lies in its 
diversity, in the great variety of inter- 
ests among the members, employers 
and pensioners who participate in 
the System. Our members are drawn 
from all the regions of Ontario. They 
not only fill many different jobs in 
Ontario’s local governments, they 
also reflect the mosaic of Canadian 
society. Our participating employers 


are a diverse group representing al 


aspects of local government in 
Ontario. Our pensioners live all over 
the world. 
Our investment programme 


is also strengthened by its 


diversification, which helps 


to balance the risk associated 


with specific investments 
and to assure less volatility in 


the Fund’s performance. 


Although North American 
markets fared poorly in 


1994, our diversification into 


European and Pacific rim markets 


helped the Fund to achieve a positive 
total return of 1.8%. 

Fiscal restraint and the “Social 
Contract” were prominent in 1994. 
In many parts of Ontario, local gov- 
ernments were faced with the neces- 
sity of cutting staff. In 1993 the 
OMERS Board designed a _ pro- 
gramme to meet the diverse needs 
of our constituents and allocated 
$200 million of plan surplus to fund 
supplementary enhanced 
early retirement benefits 
during the Social Contract 
period. This programme 
has been a great success; by 


the end of 1994, over 2,700 


plan members had elected early 
retirement under this special down- 
sizing supplementary benefit pro- 
gramme, helping to preserve more 
jobs for younger OMERS plan mem- 
bers, an important objec- 
ive of the Board. 


Since 1967 OMERS 


has, under agreement, 
managed the assets and ji 
administration of the i 
Colleges of Applied Arts 
and Technology (CAAT) Pension 
Plan. A new pension board for the 
CAAT plan was established in 1994 


and, under a new management 


agreement with OMERS, approxi- 
mately $2.2 billion in assets now 
commingled with the OMERS Fund 
will be transferred to the new board 
by January 1, 1996. The transfer will 


be carefully planned and orderly, 


and will ensure that there are no 
disruptions to the OMERS and CAAT 
Funds. 


The Federal Government's 1994 


budget consultations opened a 
debate over the possibility of new 
taxes being imposed on pension 
plans. OMERS strongly believes that 
taxing pension savings would be 
harmful both to OMERS members 
health of 


and to the financial 


Canada, and worked to prevent such 


a tax. In fact, the budget presented 


on February 27, 1995 did not include 
any new taxes for regis- 


tered pension plans this 


year. OMERS will continue 
to monitor future tax dis- 


cussions. 


During the year the Board began 
reviewing how OMERS is governed 
and whether changes are needed in 


its formal relationship with the 


Ontario Government. The review 
will involve exten- 
Sive consultation 
with OMERS par- 
ticipants, a process 
the Board looks 
forward to com- 
pleting in 1995 


the end of 1994 the 


Toward 


OMERS Board re-examined its pur- 
pose and values in light of the 
changing environment of local gov- 
ernment in Ontario. The 
evaluation resulted in a 
strong reaffirmation of our 


reason for being - “working 


together for your retire- 
ment.” The Board also clar- 
ified 


and restated its 


mission and developed a 
vision for OMERS, a clear statement 
of where we are headed in the 
future. Our newly articulated vision 
recognizes the increasingly diverse 
characteristics and needs of OMERS 
participants and the need for 
greater flexibility in the future. Our 
reason for being and our vision 
statement are printed on the inside 


front cover of this report. 


CHAIR 


ae 
Dale E. Richmond, 


PRESIDENT AND C.E.O. 
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VE Y (Es Ao REvtIeEW F NANCIA DATA 
S Millions 1994 1993 1992 1991 1990 
* INVESTMENTS AT MARKET 

ONTARIO DEBENTURES 995.9 1,297.8 i, SOS. ff ESOS 1,143.3 
MARKETABLE SECURITIES 19,650.35 18,791 .3 14,529.7 13,490.99 1 AS. 
20,645.8 20,089.1 15,833.4 14,792.2 12,461.5 
* ASSETS AT MARKET VALUE FOR 
BASIC PLAN 18,388.8 WAS 14,004.8 NS.OSIES SOEs 
SUPPLEMENTARY BENEFITS AGREEMENTS 1335.9 LIDS Wier. 5 128.2 aC 
ADMINISTERED PENSION FUNDS 2,463.3 2,361.4 1,840.5 it FASS 1,462.0 
20,986.0 20,278.8 15,9816 14,938.8 1 QE 71328 
INVESTMENT INCOME EARNED 
BASIC PLAN 1,483.8 1,419.1 815.4 763.4 HESS 
SUPPLEMENTARY BENEFITS AGREEMENTS en 8.4 SD) 2 oles 
ADMINISTERED PENSION FUNDS PSS) 186.6 106.3 101.4 106.0 
1,694.8 1,614.1 930.0 874.0 900.6 
CONTRIBUTIONS RECEIVED FOR 
BASIC PLAN 870.0 890.0 878.1 764.6 683.3 
BASIC PLAN UNFUNDED LIABILITIES OS) NG nls) 18.2 S55) 
SUPPLEMENTARY BENEFITS AGREEMENTS 0.1 0.6 (On) 0.8 iL 
879.4 902.2 889.9 WESLS 720.4 
PAYMENTS TO MEMBERS 
PENSIONS PAID 490.7 414.3 GiiZ26 SHS) US) 
CONTRIBUTIONS AND INTEREST REFUNDED 50.7 43.5 37.4 42.7 Domi 
TRANSFERS TO OTHER PLANS 4.7 56 2) 32 5.3) 
546.1 463.4 422.9 383.8 SO 
ADMINISTRATIVE EXPENDITURES 
PENSION PROGRAMME Ss Ne.5) 16.6 14.0 1226 
INVESTMENT PROGRAMME UTE 16.6 LBS 14.4 WU 
Sey 35), I SQL 28.4 DES 
TOTAL FUND ANNUAL RATES OF RETURN 
DOLLAR-WEIGHTED RETURN 
ON BOOK VALUE 9.5% 10.2% 6.4% 6.7% 7.9% 
TIME-WEIGHTED RETURN 
ON MARKET VALUE 1.8% DIM 3.9% 14.5% -3.4% 
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* MARKET VALUE AS AT DECEMBER 31 
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Diversity in fas Be RA IA TTI The many elements of the OMERS system work 
OMERS jes ele ee suIvevires! ts) together to create a whole greater than the sum of its 
oe Be parts. The OMERS plan covers people working for 
® Police 8.5% 
« scan ye local governments and boards in a variety of occupa- 
=_ONA 1.1% F ‘ 
8 Unatilisted 78% tions all over Ontario. Many OMERS members belong 
ther 6.4% 
ra ae to one of a surprising number of different unions and 
@ OPSEU 1.0% ee 
associations. 
Social The Board’s Type 7 Supplementary Downsizing Benefits package, introduced 
Active Members 
Contract in 1993 in response to the Ontario Government's downsizing and Social Con- and Pensioners 
200 (thousands) 
tract programmes, has been very successful. By the end of 1994 over 2,700 150 
members had retired under a Type 7 Agreement, funded by $106 million of the 1 
50 
plan surplus allocated by the Board. Membership in OMERS actually declined ; 
in 1994, although by less than 1%, for the first time since the plan’s inception. ergs alae 
Members 
Actuarial The actuarial results at December 31, 1993 show an actuarial 
q Actuarial Valuation Results A x ae F ; 
Valuation surplus of $873 million, $784 million of which comprises the 
as at December 31 (Millions) : Sap 
Funding Stabilization Reserve. 
1993 1992 f —— MeN es 
Although this valuation includes the initial impact of the Social 
ASSETS $16,548 $14,600 ; se 2 
Contract, Social Contract conditions may continue to affect 
LIABILITIES 15,675 14,590 , : 
our actuarial valuations for the next few years. 
SURPLUS $873 $10 
Fund The inclusion of returns from our foreign investments 


Diversification 


Global Distribution of Total Fund 
raised the Fund’s return by 120’ basis points, or about a (% of Investments at Market Value as at December 31, 1994) 


quarter of a billion dollars, a significant contribution to our 
total return. Rising U.S. interest rates affected Canadian 
and international capital markets, but the impact was 
greatest in North America, where bond markets saw their 
worst performance in recent memory. Diversification 


helped the Fund achieve a positive return in 1994. 


& Canada 78.9% 
®@ USA 7.6% 
B Central/ 

South America 0.5% 
@ Europe 6.4% 
© Asia & Pacific 6.6% 


Fund 


Returns 


Total Investments 
(as at December 31, 1994) 


The investments of the consolidated OMERS Fund reached $20.6 billion by 
the end of 1994. The Fund achieved a total return of +1.8%, one of the top 


20.0 ($ Billions) 

- returns for large pension funds in Canada. After the spectacular markets of 
15.0 1993 and early indications of vibrant economic growth, investors anticipated 
12.5 healthy returns in 1994. They were disappointed, however, as continued gov- 
a ernment borrowing to finance mounting provincial and federal debt con- 
= tributed to bearish Canadian capital markets, and as the U.S. Federal Reserve 
: raised interest rates to fight perceived inflation. OMERS will maintain its dis- 

0 ——a | ciplined approach to investing both domestically and internationally. 
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FIVE Y EA R REVIEW O F PLAN DATA 


1994 1995 1992 1991 1990 
EMPLOYERS 
MUNICIPALITIES 529 HS 538 536 541 
SCHOOL BOARDS 134 134 UBS) ei 134 
OTHER LOCAL BOARDS 457 448 448 447 445 
1,120 1,120 2 1,114 tV2o 
CONTRIBUTING MEMBERS 
BY EMPLOYER 
MUNICIPALITIES 94,964 95,462 94,334 92,870 89,645 
SCHOOL BOARDS Ze OOT 53,076 53,079 BP NOW 49,570 
OTHER LOCAL BOARDS 41,397 41 638 42,289 42,361 41,323 
INACTIVE GROUPS 5S 21 89 129 
189,033 190 oF 189,791 187,467 180,538 
BY SEX 
FEMALE 91,618 91,001 89,612 86,903 81,940 
MALE 97,415 99,196 100,179 100,564 98,598 
189,033 190,197 189,791 187,467 180,538 
BY NORMAL RETIREMENT AGE 
AGE 65 165,989 167,082 166,571 164,306 157,831 
AGE 60 23,044 Peels) 2A 23,161 BD MOM 
189,033 190,197 1895791 187,467 180,538 
TERMINATED MEMBERS WHO HAVE 
ELECTED A DEFERRED PENSION 8,163 7,947 LAOS) 7,444 VE MOF. 
NUMBER OF PENSIONERS BY TYPE OF PENSION 
NORMAL RETIREMENT 22,914 DDISNS 21,967 PAleZ ou XOLSITL 
EARLY RETIREMENT 20,072 16,165 14,511 12,994 11,760 
DISABILITY PENSION 2,814 2,743 2,654 2,546 2,447 
SPOUSES AND CHILDREN 12,628 11,987 I PA 7RS| 10,494 9 886 
58,428 53,433 50,410 47,331 44,670 
TOTAL MEMBERSHIP COMPRISING 
ACTIVE MEMBERS, INACTIVE 
MEMBERS AND PENSIONERS 255,624 ZIM aev il 247,970 242,242 DS MS) 
NUMBER OF MEMBERS ENROLLED PER YEAR 8,440 Sh, ED HORS) h6r552 22,673 
NUMBER OF NEW RETIREMENTS PER YEAR 5,804 3,688 SO) 3,250 3,534 
NUMBER OF OTHER TERMINATIONS PER YEAR 3,800 4,018 5,055 6,555) 9 599 
NET INCREASE (DECREASE) IN MEMBERSHIP (iow 406 2,324 6,929 9,540 


a 


ONTARIO MUNICIPAL EMPLOYEES RETIREMENT BOARD 


199 4 #=SIN 


DIVERSITY IN OMERS 

The many elements of the Ontario 
Municipal Employees Retirement 
System work together to create a 
whole greater than the sum of its 
parts, stronger for its diversity. The 
OMERS plan covers people working 
for local governments and boards all 
over Ontario. From arena managers 


to school secretaries, community 


health professionals to firefighters, 
Sanitary engineers to stationary 
engineers, mayors to police officers, 
OMERS members serve their com- 
munities in a wide variety of impor- 
tant occupations. 

The communities our members 
and their employers serve — cities, 
towns and villages, regions, counties 
and development areas, and their 
boards, councils, commissions and 
school boards — are located all over 
the province. We have active mem- 
bers from Moosonee in the north to 
Pelee Island in the south, and from 


Kenora in the west to Hawkesbury 


in the east. OMERS pensioners are 
even more widely scattered; we 
issue pension payments to people 
all over the world. 

OMERS members belong to a 
surprising number of different 
unions and associations. Many are 
represented by the Canadian Union 
of Public Employees, but other 
members belong to such diverse 
groups as the Teamsters, the 
Ontario Nurses Association, the 
United Brotherhood of Carpenters 
and Joiners and the Public Library 


Staff Association, to name but four 


of the 48 unions and associations 
we know of. About 7.8% of OMERS 
members are unaffiliated staff, and 
a further 7.1% of OMERS members 
are classed as management. 
Membership by 


Employer Type 
(as at December 31, 1994) 


Employers Members 


200,000 
1,000 
150,000, 
800 
600 100,000 
400 
50,000 


Cities, 
Towns and 
Municipalities MJ 234 57,965 
Counties, 
Townships 
and Regions ~ 293 36,497 
School Boards @§ 134 52,541 
Public Utilities HJ 194 9,988 
CAS B 50 4,618 
Library Boards Py 59 3,883 
Health Units 24 3,956 
Others BM 132 19,585 
Total 1,120 189,033 


The largest pensioner association 
to which our members belong is the 
Municipal Retirees’ Organization of 
Ontario (MROO), and there are 
many other occupation or employer- 


specific pensioner groups as well. 


Diversity is also a key strategy of 
our investment programme. Diver- 
sifying investments helps to mini- 
mize risk and to smooth out the 
volatility of individual investments. 
For example, during 1994, although 
Canadian market returns were very 
low, the OMERS Fund achieved a 
return of + 1.8%, one of the top 
returns for large pension funds in 
Canada. Diversity helped to achieve 
this; where Canadian equities per- 
formed poorly, foreign equities per- 
formed reasonably well in Canadian 
dollar terms, and while Canadian 
bonds declined in value, real estate 
showed positive returns. 

The OMERS Board also both 
reflects and derives its strength from 


the diversity among OMERS con 


stituents. Board members represent 


plan members and employers from 


all over Ontario, but while individua 


Board members may bring different 
views and perspectives, when they 
meet as the Board their prime con- 
sideration is the good of OMERS, the 
broadest interest of the active mem- 
bers, pensioners and employers who 


make up the System. 


eo eee 


Member Affiliations 


(as per 1994 survey response) 


f™@ CUPE 72,702 34.1% 
@ OSSTF 2,739 1.3% 
Police 18,027 8.5% 
> IBEW 3,785 1.8% 
= Management 15,051 7.1% 
~  ONA 2,410 1.1% 

® Unaffiliated 16,636 7.8% 
" Other 13,858 6.4% 

{® Firefighters 7,530 3.5% 
Pensioners 58,428 27.4% 

®@ oPseu 2,199 1.0% 
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SOCIAL CONTRACT 

In the spring of 1993 the OMERS 
Board introduced a new supplemen- 
tary benefit programme, designed to 
allow employers who were downsiz- 
ing to offer members enhanced 
early retirement benefit options. For 
the duration of the Social Contract 
period, the Board then allocated 
$200 million of plan surplus to fund 
the programme. 

The Board’s Type 7 Supplemen- 
tary Downsizing Benefit programme 
has been very successful. By the 
end of 1994, 2,741 members had 
retired under a Type 7 Agreement, 
funded by $106 million of the allo- 


cated $200 million of plan surplus. 


Pensioners 
by Type of Pension 


20,000 


15,000 


10,000 


5,000 


0 


Normal 20,577 21,297 21,967 22,538 22,914 
Early 11,760 12,994 14,511 16,165 20,072 
Sp./Child 9,886 10,494 11,278 11,987 12,628 


Disab. 2,447 2,546 2,654 2,743 2,814 
1990 1991 1992 1993 1994 


This initiative and the pressures 
of the Social Contract caused a large 
increase in the volume of retire- 
ments in 1994, the first full year of 
the Social Contract, as employers 
encouraged employees to retire to 
help meet downsizing and Social 


Contract targets. 


In 1994 membership in OMERS 
declined for the first time since its 
inception, albeit by less than 1%, as 
we processed a total of 5,580 early 
and normal retirement pensions in 
1994, compared to 3,446 in 1993 
and 3,345 in 1992. 


PENSION INCREASE 

The OMERS plan is indexed to 70% 
of the increase in the Consumer 
Price Index (CPI) for the year mea- 
sured September to September. Fur- 
ther ad hoc increases are granted to 
top-up the increase to 100% of the 
increase in the CPI when the plan 
surplus permits. 

A pension increase of 0.2%, 
equal to 100% of the CPI increase, 
was applied on January 1, 1995 to 
pensions that began on or before 


December 1, 1993. Pensions that 


began after December 1, 1993 and 
before December 1, 1994 were 


increased by a prorated amount. 


THE ACTUARIAL VALUATION 

The OMERS actuarial valuation at 
December 31, 1993, conducted by 
The Wyatt Company, indicates a 
surplus of $873 million. The funding 
surplus, reduced for the past two 
years by the 1991 introduction of 
pension indexing, has returned to 
the comfortable margin OMERS has 
historically maintained. Very healthy 
1993 investment returns and mem- 
bers’ reduced or frozen wages 
under the Social Contract helped to 


rebuild the surplus. 


Although this valuation includes 
the initial impact of the Social Con- 
tract, reduced or frozen wages under 
the Social Contract, combined with 
the effect of the funding allocated to 
the Board’s Social Contract initia- 
tives in 1993, may continue to affect 
the actuarial valuation for the next 


few years. 


Actuarial Assets vs 
Minimum Liabilities 
($ Millions) 

17,500 


15,000 


12,500 
10,000 
7,500 
5,000 
2,500 
0 a | | eS ae | 


Assets 10,700 11,740 13,100 14,600 16,550 
Liabilities 9,710 11,000 13,020 14,590 15,680 
Surplus 990 740 80 10 870 
1989 1990 1991 1992 1993 


As a prudent plan management 
measure, the Board has earmarked a 
portion of the surplus as a Funding 
Stabilization Reserve (FSR). The ear- 
marked portion equals 5% of the 
plan liabilities, or $784 million at 
December 31, 1993. The FSR will 
serve as a buffer to protect the plan 
against swings in the value of the 
plan assets due to investment 
returns, or plan experience that dif- 
fers from actuarial assumptions. The 
FSR will help to prevent the OMERS 
plan from falling into a deficit posi- 
tion, thereby helping to ensure sta- 


ble plan contribution rates. 
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MANAGED PLANS 

OMERS has managed, for a fee, the 
administration and the assets of the 
pension plans for Ryerson Polytech- 
nic University and the Colleges of 
Applied Arts and Technology (CAAT) 
since 1965 and 1967 respectively. 
Both Ryerson and the Colleges have 
decided to manage their pension 
plans more actively beginning in 
WSIO)5;, 

The Ryerson Retirement Pension 
Plan served 1,262 active members 
and paid $4 million to 306 pension- 
ers in 1994. Early in 1995 Ryerson 
will begin to administer its own 
plan, although OMERS will continue 


to invest the plan’s assets, which 


totalled $217 million as at Decem- 
ber 31, 1994. 

By the end of 1994 the CAAT 
Pension Plan had 17,644 active 
members and had paid $43 million 
in benefits to 4,226 pensioners dur- 
ing the year. An independent, jointly 
trusteed pension board has been 
established to manage the affairs of 
the CAAT Pension Plan and will 
assume responsibility for the plan’s 


investments in 1995. The $2.2 bil- 


lion in assets (as at December 31, 
1994) which the CAAT plan has 
invested with the OMERS Fund will 
be transferred to the new board 
according to the terms of a transfer 
agreement being negotiated by the 
CAAT and OMERS Boards. 


STRATEGIC OPERATING PLAN 
Our current three-year strategic oper- 
ating plan, which was approved by 
the Board late in 1992, is nearing 
completion. Many of the projects 
undertaken as part of the strategic 
plan have resulted in the implemen- 
tation of new policies or procedures, 
while some projects are ongoing. 
OMERS began a redevelopment 
of the membership system in 1993. 
The new system, which will be 
operational by 1998, will provide 
more effective processing and man- 
agement of members’ records. 
Redevelopment of our invest- 
ment and financial accounting sys- 
tems began in 1994. The new 
system, which we hope to have 
operating by the end of 1996, will 
provide for more flexible financial 
and management reporting, easier 
and more timely access to informa- 


tion, and better analytical informa- 


tion for investment managers. 

Our complex, global investment 
programmes cannot be abandoned, 
nor can our pension payroll, should 
fire or flood render our offices unus- 
able. Over the past two years 
OMERS has developed a complete 
“business continuance plan” that 
will permit our investment and 
administrative staff to continue crit- 
ical operations in the event of a dis- 
aster severe enough to prevent 
normal business operations. 

We began reviewing our pension 
communications programme in 
1993, and continued the process of 


consulting our constituents through- 


out 1994. The Board will examine 
the results of our studies in 1995, 
and determine whether any changes 
should be made. 

As the old strategic plan nears 
completion, a new plan will be devel- 
oped in the coming year for the years 
1996 through 1998. 


THE FUND 

Buoyed by spectacular market 
returns in 1993 and early indica- 
tions of vibrant economic growth, 
investors entered 1994 on a wave of 
optimism. The year turned grim, 


however, particularly for Canadian 


bonds, despite encouraging eco- 


nomic developments. 


Asset Mix 
(% as at December 31, 1994) 


‘N 


~~ 


Fixed _ Cash and Short Term 4.7% 
Income ©) Bonds and Debentures 18.3% 
31.8% [ Mortgages 8.2% 

© Private Debt 0.6% 
Equity Canadian Stocks 37.9% 


57.8% Foreign Stocks 


Private Equities 1.2% 
Real Estate 


Canadian real GDP growth for the 
year was 4.5%, up from 2.2% in 
1993. Although unemployment fell 
below 10 % by year-end, wage settle- 
ments remained subdued which, 
combined with improved productiv- 


ity and lower tobacco taxes, helped 
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Consolidated Investment Assets 


Market value as at December 31 (000’s) 1994 1993 
FIXED INCOME INVESTMENTS 

CASH AND SHORT TERM S 965,678 C655: 526 
ONTARIO DEBENTURES 995,524 1,297,821 
MARKETABLE BONDS: ® CANADIAN 2,450,687 2,748,663 
@ INTERNATIONAL 556,525 0) 
PRIVATE PLACEMENTS — DEBT W723 208,999 
MORTGAGES: e INSURED — RESIDENTIAL 545,143 V2, 065 
e@ NON-RESIDENTIAL 1,109,560 1,034,724 

e REAL Estate HELD 
FOR RESALE 39,485 1,844 


TOTAL FIXED INCOME INVESTMENTS 


Eouity INVESTMENTS 


S 6,560,330 S 6,672,640 


STOCKS 
CANADIAN: e@ INDEXED S 1,224,314 S 1,441,315 
e ACTIVE 6,602,467 O05. /29 
INTERNATIONAL: ® INDEXED AE 105 1,591,420 
e ACTIVE 2,111,202 1,999,703 
TOTAL STOCKS 11,685,088 11,388,194 
PRIVATE PLACEMENTS — EQUITIES 249 677 181,900 
ToTAL EQuity INVESTMENTS S 11,934,765 S 11,570,094 
REAL ESTATE iS 2 la0os2 S 1,846,368 
TOTAL INVESTMENTS AT MARKET VALUE $20,645,777 $20,089,102 


to keep consumer price inflation 
close to zero for the year. Nonethe- 
ess, continued high demand for cap- 
ital on the part of Canadian 
governments, and our reliance on 


foreign investors to finance our 


mounting provincial and federal 
debt, contributed to a bearish tone in 
Canadian capital markets. 

As the U.S. Federal Reserve engi- 
neered six interest rate increases in 
an effort to fight a perceived over- 
heating of the U.S. economy, equity 
and bond markets, both domestic 
and foreign, felt the impact of 


America’s interest rate adjustments. 


As interest rates rose in most indus- 
trialized countries, bond markets 
equity 
became nervous. The impact was 


plunged and investors 
greatest in North America, where 
bond markets saw their worst per- 
formance in recent memory. 

Our strategy of continued diversi- 
fication into foreign markets helped 
in 1994, as it has over the years, to 
improve our returns. The fledgling 
foreign bond portfolio returned 2.2% 
in its first 5 months, compared to a 


return of -4.3% for our Canadian 


bonds over the full year. Our com- 


bined international equities returned 


7.4%, well ahead of our Canadian 
equities return of 1.7%. The inclu- 
sion of the returns from our interna- 
tional portfolios raised the Fund’s 
overall return by 120 basis points, or 
approximately a quarter of a billion 
dollars, a significant contribution to 


our total return. 


Canadian Equities 

The Canadian core fund is one of the 
largest discrete equity portfolios 
managed in Canada. It invests in the 
securities of companies with a net 
worth exceeding $150 million. The 
core fund had a good year in 1994, 
returning 3.4% compared to a total 
return of -0.2% for the TSE 300 
Index. The core fund’s average 
annual return over four years was 
11.2% compared to 9.9% for the 
TSE 300. A concentration in metals 
and minerals and in industrial prod- 
ucts, combined with low exposure to 
gold, contributed to the core fund’s 


strong performance in 1994. 


Canadian 
Equity Portfolio 
(as at December 31, 1994) 


62.6% 
6.4% 
15.5% 
6.8% 
7.7% 
1.0% 


Core Fund 


Small Cap 


Index 


Value 
Growth 


Private Equities 
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eg, 


1994 Returns vs Benchmarks 


1 YEAR 4 YEARS 10 YEARS 
ACTIVE MARKETABLE BONDS -74 1.2 1.9 
ScoTIAMCLEObp L. T. BonDs 74 = 12.1 123 
CorE INDEX BONDS -7.5 eS — — 
NesBitt Burns L. T. GOVERNMENT BONDS FO. ies = — 
ONTARIO DEBENTURES 55) a 12.22 123 7 
(NOT APPLICABLE) 
MORTGAGES i@ i 10.2 = 17 = 
Nesbit? BURNS 5 YEAR BOND 45 95 — 
PRIVATE PLACEMENT-DEBT 10) & 64 1.0 
NesBitT BURNS 5 YEAR BOND 45 Ff 95 — 
TOTAL FIXED INCOME 3.2 OF 10.0 == 11.6 
ScotiAMcLeopD UNIVERSE BOND INDEX 43 # 11.0 =! 1.3 
CorE FUND 54 12 = 10.0 [7 
TSE 300 INDEX -0.2 I 99 9.2 = 
SMALL Cap -1.8 19) =z — 
NesBITT BURNS SMALL CAP WEIGHTED -8.6 135 = — 
PRIVATE PLACEMENT-EQUITY 105 56 54m 
TSE 300 0 | 99 = 92 _ 
TOTAL CANADIAN STOCKS lege | 10.7 = °6 =: 
TSE 300 -0.2 I 79 = 92 = 
INTERNATIONAL STOCKS 7.4 ate] 164 145 
SALOMON GLOBAL BMI (EXCLUDING CANADA) 1h ie 15.9 = — 
REAL ESTATE FO ew 45 @ — 
RUSSELL CANADIAN OFFICE & RETAIL PRop. INDEX 1.3 ] -2.2 Ef -- 
Tora. OMERS FuNp 16. Ol 106 = 10.3 
CONSUMER PRICE INDEX 0.2 i 1.9 3.5 
CONSUMER PRICE INDEX + 4.25% 4.5 | 6.2 & 7.7 @ 


a ee eee 


Small capitalization equities were 
poor performers in 1994. The Nes- 
bitt Burns Small Capitalization 
(Weighted) Index achieved an over- 
all rate of return of -8.6%. The 
OMERS small cap fund, not bur- 


dened with the speculative stocks 


that performed so well in 1993 and 
that fell so precipitously in 1994, 
posted a return of -1.8%, outper- 
forming its index. Over the last four 
years, our small cap fund has done 
very well, with an average annual 


return of 19.1% compared to the 


index return of 13.5%. The poor 
performance in the small capitaliza- 
tion sector is not expected to persist 
through 1995, and our fund will 
with its 


continue disciplined 


approach, striving for good perfor- 


mance with a moderate risk profile. 


50% MSCI Emerging Mkts Free Index 
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For our in-house index funds, our 
focus on trading and value-added 
strategies reduced volatility and our 
returns slightly exceeded those of 
the benchmark index. The last of 
our externally-managed index funds 
was converted to a semi-active 
growth-style mandate in August as 
part of the reorganization of our 
Canadian indexed equities begun in 
1993. At year-end the Canadian 
indexed equity programme repre- 
sented $1.2 billion, or about 15.5% 
of our Canadian equity holdings. 

Our restructured externally-man- 
aged Canadian equities programme 
operated for its first full year in 
1994. The programme’s emphasis 


is on broader diversification through 


unique management styles, includ- 
ing small cap, conservative value, 
and higher growth. At year-end the 
programme had $1.5 _ billion 
invested by professional portfolio 
managers outside OMERS. 

The private equity portfolio, 
which includes some international 
investments, totalled $250 million 
at year-end. Income and net real- 
ized capital gains were $5.5 million 
and $13.9 million, respectively. Sev- 
eral of our investments became 
publicly traded companies, and 
cash flows from our oil and gas 
investments were strong. The pri- 
vate equity markets offer attractive 
opportunities, and in 1994 we com- 


mitted to several new investments. 


International Equities 

Global diversification displayed its 
benefits in 1994. Although equity 
and fixed income markets in 
Canada and abroad fared poorly 
through much of the year, the weak- 
ness of the Canadian dollar trans- 
lated into respectable foreign 
investment returns in Canadian dol- 
lar terms. The equity markets of the 
Pacific rim returned nearly 21% in 
1994 according to the Salomon 
Brothers Pacific Broad Market 
Equity Index. European equity mar- 
kets returned 8.7% last year, while 
the U.S. market returned 7.2% in 
Canadian dollar terms. 

Our international investments, 
including actively and passively 
managed fixed income securities 
and equities, represented 21.1% of 
the market value of the total Fund, 
(just under the 20% of book value 
maximum permitted) or about $4.5 
billion, at year-end. 

The actively managed foreign 
equities programme was fine-tuned 
in 1994, with a move to more spe- 
cialized portfolios and more geo- 
graphic diversification, to reduce the 


risk of underperforming our bench- 


Global Equity Returns by Market Indices 
(1 Year Returns as at December 31, 1994) 


Emerging Markets 
50% MSCI Global Index and 


Canada 
TSE 300 
-0.18 


0.07 


USA 
Salomon Brothers USA 
6.75 


Europe 


8.73 


Salomon Brothers Europe BMI 


Pacific Rim 
Salomon Brothers Pacific BMI 
20.97 
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marks. For example, the appoint- 
ment of a specialist equity manager 
whose mandate is to invest only in 
Japanese stocks has _ further 
increased our focus on the Japanese 
market, which posted a relatively 
strong performance in 1994. We 
also returned, through the private 
placements portfolio, to the “fund” 


market with our first Emerging Mar- 


ket fund, China Renaissance. 

Our U.S. S&P 500 and S&P Mid- 
Cap index funds were brought in- 
house as a direct result of the 
success of the in-house Canadian 
programme. Performance has met 
our expectations, showing returns of 
6.5% and 5.7% respectively. At 
year-end the combined U.S. equity 
index fund was valued at $1.3 bil- 
lion or about 28.8% of our interna- 


tional equity holdings. 


Foreign currency exposure bene- 
fited us in 1994, and in 1995 
OMERS will undertake a multi-cur- 
rency management programme that 
uses a disciplined approach to limit 
risk while retaining the potential for 


gains due to currency appreciation. 


Fixed Income 
Our fixed 


comprising actively and passively 


income investments, 
managed Canadian and foreign 
marketable bonds, Ontario deben- 
tures, mortgages, private place- 
ments (term loans) and cash 
formed 31.8% of the Fund’s assets 
at year-end. 

Canadian bond returns were 


negative as the Bank of Canada was 


forced to follow the U.S. lead in rais- 
ing interest rates. In addition, the 
dollar under 


Canadian came 


extreme pressure, particularly 
towards the end of the year, as 
Canadian budget deficit problems 
continued to erode confidence. For 
the year, short rates in Canada 
showed an increase of 315 basis 
points while long rates moved up 
205 basis points, both very signifi- 


cant changes. 


es 
Fixed Income Portfolio 
(as at December 31, 1994) 


Cash and Short Term 
Ontario Debentures 
Marketable Bonds 
Foreign Bonds 5.1% 


14.7% 
15.2% 
37.4% 


Private Placements - Debt 1.8% 
25.8% 


Mortgages 


The Canadian core bond fund, 
totalling $1.3 billion at year-end, 
replaced our indexed bond fund, 
expanding its mandate to one of 
adding value against its index by 
exploiting market inefficiencies. The 
actively managed Canadian mar- 
ketable bonds portfolio was reduced 
in size to $844 million by year-end 
as assets were transferred to the 
core bond fund. Careful analysis 
and some interest rate anticipation 
led to astute trading that gave both 
portfolios enhanced returns com- 


pared to their benchmarks. 
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Part of the overall diversification 
and return enhancement strategy 
for the OMERS Fund included the 
introduction of an actively managed 
foreign bond portfolio in 1994. The 


new portfolio has a quantitative 


management style stressing country 
and currency allocation and detailed 
yield curve analysis. By year-end, 
the portfolio totalled $337 million 
and had returned 2.2 % in its first 
five months, a better performance 
than its benchmark, the J. P. Morgan 
Global Government Bond Index 
(excluding Canada). 

Our expanded and fully inte- 
grated cash management function 
saw increased activity in the man- 
agement of our $566 million money 
market portfolio. The cash manage- 
ment function serves as a “banker” 
to our investment operations and is 


expected to provide returns better 


han those of the ScotiaMcLeod 91- 


Day Treasury Bill Index. 

We continued our strategy of pur- 
suing high quality commercial mort- 
gage loans that meet our conser- 
vative underwriting criteria. As a 


result of favourable lending condi- 


tions and the high performance of 
our loan portfolio, OMERS was able 
to secure $196 million of new busi- 
ness and renewals with an average 
236 basis point premium over 
bonds of like maturity. The quality 
and performance of our loan portfo- 
lio continues to allow us to capitalize 
on new investment opportunities in 
the high yielding commercial mar- 


ket, although spreads will likely 
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return to normal levels as competi- 
tion for lending opportunities 
increases. 

At year-end the private loans 
portfolio totalled $118 million, as 
maturities, redemptions and amor- 
tization reduced the portfolio by $91 
million over the year. Investment 
activity was very low in 1994 
because proposals were not attrac- 
tive and competition for new busi- 
ness was aggressive. Three overdue 
loans were repaid to us, and we 
were able to capture over $2.0 mil- 
lion in fees, bringing the portfolio’s 


return to 7.0%. 


Real Estate 
OMERS Realty Corporation, a 
wholly owned subsidiary of OMERS, 
manages a high-quality, well diversi- 
fied real estate portfolio. Properties 
are purchased in their entirety or as 
joint ventures with other institutions 
or developers, and are profession- 
ally managed on our behalf. 

The portfolio now holds interests 
in 39 properties comprising some 


12 million square feet of leasable 


office and retail space. On average, 
our holdings are 95.1% leased, with 
regional shopping centres achieving 


a 96.8% lease rate. 


— 


Real Estate 
(Market Value by Location) 


65.7% 
Quebec 6.6% 
British Columbia 12.7% 
Alberta 15.0% 


Ontario 


The prolonged period of 
depressed real estate prices in 
Canada has allowed us to build a 
very high quality portfolio at attrac- 
tive prices. OMERS Realty contin- 
ued its acquisition programme, 
adding a 50% imterest in five 
regional shopping centres in 1994, 
four in Ontario and one in Quebec. 

At the end of 1994 the portfolio 
had a market value of $2.2 billion, 


about 10.4% of the OMERS Fund’s 
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investment assets. Real Estate 
returned 7.0% in 1994, compared 
to 2.7% in 1993, 1.5% in 1992 and 


0.4% in 1991. 


Outlook 

The potential volatility of capital 
markets was amply demonstrated 
by the wide swing in the OMERS 
Fund’s returns from 1993 to 1994. 
The lesson repeated, once again, is 
the need for diversity in the Fund to 
reduce the variability of returns. For 
example, if OMERS had had all its 
assets invested in Canadian bonds 
last year, the return would have 
been significantly lower than it was. 
The overall return was enhanced by 
diversifying the Fund into such 
investments as foreign bonds, mort- 
gages, real estate, and international 
and domestic equities. 

OMERS will maintain its disci- 
plined approach to investing both 
domestically and internationally. In 
the long run, we believe investment 
discipline and diversity will be 
rewarded with better and more sta- 


ble returns. 
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ACTUARIAL c Oo ST COE BT ur oC A 7 


AS AT DECEMBER 31, 1994 
FOR THE ONTARIO MUNICIPAL EMPLOYEES RETIREMENT BOARD 


Wyatt 

The most recent actuarial valuation of the registered pension plan benefits provided under the Ontario Municipal 
Employees Retirement System was conducted as at December 31, 1993 using the Unit Credit Actuarial Cost Method, 
with projection of earnings. Our valuation conformed with the Standard of Practice for Valuation of Pension Plans 
adopted by the Canadian Institute of Actuaries. 

The actuarial valuation of OMERS as at December 31, 1993 was conducted using membership data and finan- 
cial information supplied by the Board. We reviewed the data for reasonableness and consistency with the data pro- 
vided in prior years. In our opinion, the data are sufficient and reliable for the purposes of actuarial valuation. 

In our opinion, the assumptions adopted for our actuarial valuation of OMERS are appropriate, and the methods 
employed are consistent with sound actuarial principles. Nonetheless, the experience of OMERS in the future may 
be different from the actuarial assumptions, and may result in gains or losses which will be revealed in future actu- 
arial valuations. 

The results of the actuarial valuation disclosed total Actuarial Liabilities of $15,674.764 million in respect of ben- 
efits accrued for service prior to December 31, 1993, including the effect of an ad hoc adjustment to pensions as at 
January 1, 1994. The Actuarial Assets at that date were $16,547.930 million indicating an actuarial surplus of 
S$873.166 million. 


The results of the actuarial valuation also indicated that the existing levels of member and employer contribu- 


tions are sufficient to meet the Normal Actuarial Cost of benefits to be earned each calendar year until the next actu- 
arial valuation is performed. 

We have considered the likely development of the Actuarial Liabilities during 1994 taking into account amend- 
ments made to the Plan up to December 31, 1994. Further, we have calculated the Actuarial Assets at December eile 
1994. 

We are of the opinion, in accordance with generally accepted actuarial principles, that the assets of the Fund at 
December 31, 1994 are sufficient to meet all the liabilities of the Plan in respect of services rendered by members 
up to that date. 


Respectfully submitted 
THE WYATT COMPANY 


MEST (Lee 


Martin J.K. Brown, E1.A. 
FELLOW, CANADIAN INSTITUTE OF ACTUARIES 
March 24, 1995 
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A U D°l’T’ O RS” “ROE POO ns? 


TO THE ONTARIO MUNICIPAL EMPLOYEES RETIREMENT BOARD 


KPMG 


We have audited the consolidated statement of net assets of the Ontario Municipal Employees Retirement Fund as 
at December 31, 1994 and the consolidated statement of changes in net assets for the year then ended. These finan- 
cial statements are the responsibility of the Fund’s management. Our responsibility is to express an opinion on these 
financial statements based on our audit. 

We conducted our audit in accordance with generally accepted auditing standards. Those standards require 
that we plan and perform an audit to obtain reasonable assurance whether the financial statements are free of mate- 
rial misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures 
in the financial statements. An audit also includes assessing the accounting principles used and significant estimates 
made by management, as well as evaluating the overall financial statement presentation. 

In our opinion, these consolidated financial statements present fairly, in all material respects, the financial posi- 
tion of the Fund as at December 31, 1994 and the results of its operations and the changes in its financial position 


for the year then ended in accordance with generally accepted accounting principles. 


KPMG Peat Mawunrih 70 


Chartered Accountants 
Toronto, Canada 
March 24, 1995 
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CONSOLIDATED FINANCIAL STATEMENTS 


CONSOLIDATED STATEMENT OF NET ASSETS 


DECEMBER 31 (000’s) 1994 1993 
ASSETS 

INVESTMENTS (NOTE 2) $20,645,777 $20,089,102 

LONG TERM RECEIVABLES (NOTE 3) 49,147 61,847 

CONTRIBUTIONS RECEIVABLE 84,029 79,202 

ACCRUED INCOME 387,920 asrO25 

21,166,873 ne 20,383,174 


LIABILITIES 
DUE TO MANAGED PENSION PLANS (NOTE 4) 2,463,316 2,361,410 
ACCRUED LIABILITIES 314,758 243,627 
2,778,074 2.005,05i/ 
NET ASSETS (note 5) $18,388,799 SU FAS NDT 
SIGNED ON BEHALF OF THE BoarD, 
ea tS MEMBER 


CONSOLIDATED STATEMENT OF CHANGES IN NET ASSETS 


YEAR ENDED DECEMBER 31 (000’s) 1994 1993 
INCREASES IN NET ASSETS 

CONTRIBUTIONS (NOTE 6) S 879,401 S 902,188 

NET INVESTMENT INCOME (NOTE 7) 1,483,845 1,419,067 

UNREALIZED MARKET APPRECIATION OF INVESTMENTS 0 1,948,439 

2,363,246 4,269,694 


eee 


DECREASES IN NET ASSETS 


UNREALIZED MARKET DEPRECIATION OF INVESTMENTS 1,171,241 0 

BENEFITS (NOTE 8) 546, 119 463,373 
ADMINISTRATIVE EXPENDITURES (NOTE 9) 35,224 351059) 
1,752,584 496,412 

| ng 
INCREASE IN NET ASSETS 610,662 DMS oy 
NET ASSETS AT BEGINNING OF YEAR VAT IBSS AUST 14,004,855 
NET ASSETS AT END OF YEAR $18,388,799 SUS oa 


a i i eee 


15 


ONTARIO MUNICIPAL EMPLOYEES RETIREMENT FUND 


N -O-T E 5S T O CONSOLIDATED 
FINANCIAL STATEMENTS 


Year ended December 31, 1994 


GENERAL 

The Ontario Municipal Employees Retirement System (OMERS) is a multi-employer pension plan which operates as 
the Ontario Municipal Employees Retirement Fund (the Fund) as provided in Section 5 of the Ontario Municipal 
Employees Retirement System Act (OMERS Act). The System provides pensions for employees of Ontario municipali- 
ties, local boards, public utilities and school boards (non-teaching staff). 

The Fund is a contributory defined benefit pension plan which is financed by equal contributions from participat- 
ing employers and employees, and by the investment earnings of the Fund. The Fund is registered under the Ontario 
Pension Benefits Act, Registration #C006725. 

The normal retirement age is 65 years for all OMERS members except police officers and firefighters, who may 


have a normal retirement age of 60 years. The normal retirement pension is calculated using a member’s years of cred- 


ited service and the average annual contributory earnings during the member's highest five years of contributory earn- 
ings. The pension is integrated with the Canada Pension Plan. 

The Pension Benefits Act of Ontario (PBA) requires that participating employers fund the benefits determined under 
the Plan. In accordance with the PBA the determination of the value of these benefits is made on the basis of a peri- 
odic actuarial valuation. 

In addition to the normal retirement benefit described above, early retirement benefits, death benefits, disability 
waivers and benefits, and termination benefits are available to members who meet the Plan requirements. Complete 


information may be found in the OMERS Act and Regulation or by contacting OMERS. 


SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
BASIS OF PRESENTATION 
These financial statements are prepared on the going concern basis and present the aggregate financial position of the 


Plan as a separate financial reporting entity. 


CONSOLIDATION 
The consolidated financial statements include the accounts of OMERS, its subsidiaries holding real estate, mortgage, 
private equity and resource investments, and OMERS proportionate share of the assets, liabilities, and operating 


income of real estate properties jointly owned with others. 


INVESTMENTS 

Investments are recorded as of the trade date and are stated at market value. The change in the difference between 
market value and cost of investments at the beginning and end of each year is reflected in the statement of changes 
in net assets as unrealized market appreciation/depreciation of investments. 

Market values of investments are determined as follows: 

(i) Short term deposits are recorded at cost which approximates market value. 

(ii) Bonds, debentures, equities and resource properties are valued at year-end quoted market prices where avail- 
able. Where quoted market values are not available, estimated values are calculated using discounted cash flows 
based on current market yields, comparative securities, independent asset appraisals and financial analysis. 

(iii) Real estate, comprising primarily income producing properties, is carried at appraised values determined annu- 
ally by an independent appraiser in accordance with generally accepted appraisal practices and procedures, 
based mainly on discounted cash flows for a ten year period. In performing the appraisals, certain assump- 
tions are made with respect to future economic conditions and rates of return. Jones Lang Wootton Canada 


Inc. is the firm of independent appraisers used. 
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NO T E'S T O CONSOLIDATED 
FINANCIAL STATEMENTS 


Year ended December 31, 1994 (Continued) 


(iv) Mortgages and private debt are valued using discounted cash flows based on current market yields for instru- 
ments of similar risk. 

(v) Equity index futures contracts are valued at year-end quoted market prices. 

Investment income, which is recorded on the accrual basis, includes dividends, interest income, and real estate 


operating income as well as capital gains and losses which have been realized on investments. 


FOREIGN CURRENCY TRANSLATION 
The market value of foreign currency denominated investments included in the statement of net assets are translated 
into Canadian dollars at the year-end rate of exchange. Gains and losses arising from this translation are included in 
unrealized appreciation/depreciation of investments. 

Foreign currency denominated transactions, as well as cost amounts included in Note 2 to the financial statements 


are translated into Canadian dollars at the rates of exchange on the dates of the related transactions. 


1. RESPONSIBILITIES OF THE ACTUARY AND EXTERNAL AUDITORS 
The actuary is appointed by the Board of OMERS. It is the actuary’s responsibility to carry out regular valuations of the 
actuarial liabilities of the System in accordance with accepted actuarial principles and report thereon to the Board. The 
actuary’s opinion is set out in the Actuarial Cost Certificate. In performing the valuation, the actuary values the bene- 
fits provided under the System using appropriate assumptions about future economic conditions (such as inflation, 
salary increases, and investment returns) and demographic factors (such as mortality and turnover rates and retire- 
ment ages). These assumptions take into account the circumstances of OMERS and its members and pensioners. 
The external auditors are appointed by the Board. Their responsibility is to report to the Board regarding the fair- 
ness of presentation of OMERS financial position, results of operations and changes in financial position as shown in 
the annual consolidated financial statements. The external auditors make use of the work of the actuaries for the actu- 
arial liabilities as disclosed in the notes to the financial statements in respect of which the actuary has given an opin- 


ion. The auditors’ report outlines the scope of their examination and their opinion. 


2. INVESTMENTS 


(O00’s) 1994 1993 

MARKET VALUE Cost MARKET VALUE COST 
CASH AND SHORT TERM DEPOSITS S 965,678 S$ 965,678 SOD 5268 Si 655.526 
CANADIAN BONDS AND DEBENTURES 3,446,211 3,601,248 4,046,484 3,716,894 
Non-CANADIAN BONDS 556,925 331,545 0 0 
PRIVATE DEBT JIGS 141,552 208,999 FAO a5) 
MORTGAGES 1,694,188 1,661,888 1,761,631 OOOO 
CANADIAN EQUITIES 7,826,781 6,782,021 PDO 6,224,194 
NON-CANADIAN EQUITIES 3,858,307 GeV Son HHO LS) PAM AOS? 
REAL ESTATE 2,150,682 2,359,417 1,846,368 2,054,774 
RESOURCE PROPERTIES 52,700 45,761 44,666 43,566 
CANADIAN PRIVATE EQUITY 5951 tal 48,044 28,790 SO, FSS) 
NON-CANADIAN PRIVATE EQUITY 170,866 146,542 108,444 96,232 

820,045,777 $19,297,553 $20,089,102 $17,416,296 
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NO Tf Es T O CONSOLIDATE D 
FINANCIAL STATEMENT S 


Year ended December 31, 1994 (Continued) 


Canadian bonds and debentures include Province of Ontario debentures having a market value of $995,524,000 and 
a cost of $1,014,700,000 (1993 - market $1,297,821 ,000, cost $1,163,525,000), bearing a weighted average interest 
rate of 9.18% (1993 - 9.18%), and maturing at various dates through December 31, 2006 (S148,825,000 matured 
December Si, 1994). 

The principal amounts of the equity index futures contracts outstanding at year-end are $120,401 ,000 (none in 
1993). The principal amounts are not exchanged themselves, but serve as the basis upon which the payment of invest- 
ment returns and the market value of the contracts are determined. 

Equity futures contracts are exchange traded agreements either to buy or to sell the returns of equity securities. As 
a result of entering into these contracts, returns are generated that are equivalent to the gain or loss that would arise 
if the securities had been bought or sold directly at future prices. 

At December 31, 1994, the Fund held the following investments each having a market value or cost exceeding 


1% of the market value or cost of total investments: 


NUMBER OF 1994 AGGREGATE = 

(O00’s) INVESTMENTS MARKET VALUE ee Cost . 
CANADIAN EQUITIES 4 $1,024,490 2 : S 870,875 
REAL ESTATE PROPERTIES 3 548,780 652.823 
CANADIAN BONDS AND DEBENTURES 2 pol OTe. : 610,889 
9 $2,154,343 | $2,134,587 


Real estate investments above include ownership interests in the following properties all of which are located in 


Toronto, Ontario: BCE Place (Canada Trust Tower); Water Park Place; and One Financial Place. 


3. LONG TERM RECEIVABLES 

Under the terms of the OMERS Act and Regulation certain participating employers have entered into agreements with 
the Board for the provision of supplementary benefits for past service. Each employer is responsible, individually, for 
the funding of such benefits based on separate actuarial valuations. Amounts due from employers in respect of these 


agreements are recorded as long term receivables to be paid, with interest, over a period not to exceed fifteen years. 


4. DUE TO MANAGED PENSION PLANS 

The managed pension plans which form part of the Fund, are administered on behalf of the Ontario Council of Regents 
for the Colleges of Applied Arts and Technology, the Ryerson Polytechnic University, and the Minister of Energy for the 
Province of Ontario (The Ontario Hydro Guarantee Fund), and are credited with amounts based upon their propor- 
tionate share of the investments of the Fund, at market value. The Ontario Municipal Employees Retirement Board is 
authorized under the terms of the various management agreements to recover its expenses for administering the afore- 
mentioned plans. 

A new management agreement for the CAAT Pension Plan was approved by the Lieutenant Governor in Council by 
Order-In-Council on December 21, 1994. This has established a new board to administer the CAAT Pension Plan, 
including the CAAT Pension Fund effective January 1, 1995. 

Under the terms of the management agreement, administration of contributions of the CAAT Pension Plan was 
assumed by the new CAAT Board as of January 1, 1995, and the portion of the commingled investments of the Fund 
attributable to the CAAT Pension Fund will be transferred to the new CAAT Board by December 31, 1995. 
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Year ended December 31, 1994 (Continued) 


5. NET ASSETS 

The actuarial valuation was conducted as of December 31, 1993 and has been extrapolated to December 31, 1994. 
The projected unit credit method, prorated on services, and certain funding assumptions were used in the valuation 
and the extrapolation. 

Investments are valued at market value as at December 31, 1994 for financial statement purposes, as disclosed in 
note 2. The actuarial value of net assets has been determined using an actuarial formula based on market values over 
the last five year period. The objective of this process is to smooth out the effects of market volatility by averaging mar- 
ket values while reflecting long term historical investment trends. 

The actuarial present value of accrued pension benefits includes benefits for active members. pensioners and 
deferred vested pensioners. 

At December 31, 1993, the actuarial assets exceeded the actuarial liabilities by $873 million, out of which five per- 
cent of the plan liabilities, or $784 million, has been allocated to the Funding Stabilization Reserve. 

The extrapolation of the actuarial valuation to December 31, 1994 has taken into account amendments made to 
the plan up to December 31, 1994. The 1993 comparative amounts have been restated to reflect the actuarial valua- 
tion conducted as of December 31, 1993. 


(000’s) 1994 1993 
MARKET VALUE OF NET ASSETS AT END OF YEAR $18,385,913 SI eT SIS 
ADD MARKET VALUE ADJUSTMENT FOR ACTUARIAL PURPOSES (260,913) (1,229,588) 
ACTUARIAL VALUE OF NET ASSETS AT END OF YEAR 18,125,000 16,547,930 


ACTUARIAL PRESENT VALUE OF ACCRUED PENSION 


BENEFITS AT BEGINNING OF YEAR $15,675,000 $14,590,202 
AD HOC INCREASES TO PENSION BENEFITS 3,000 Pe MO 
CHANGE IN ACTUARIAL ASSUMPTIONS 0 (ZomS) 
INTEREST ACCRUED ON BENEFITS 1,386,000 1,296,750 
BENEFITS ACCRUED 1,014,000 923,405 
BENEFITS PAID (546,000) (463,373) 
EXPERIENCE (GAINS) LOSSES (837,000) (673,268) 


ACTUARIAL PRESENT VALUE OF ACCRUED PENSION 


BENEFITS AT END OF YEAR $16,695,000 $15,674,764 


EXCESS OF ACTUARIAL VALUE OF NET ASSETS OVER ACTUARIAL 


PRESENT VALUE OF ACCRUED PENSION BENEFITS S 1,430,000 SmnS7onll66 
a a a 


6. CONTRIBUTIONS 


(000’s) 1994 1993 
MEMBERS S 428,114 S 438,195 
EMPLOYERS, CURRENT SERVICE 428,114 438,195 
EMPLOYERS, LONG TERM RECEIVABLES AND INTEREST THEREON (NOTE 3) 9 292 Lol 2 
TRANSFERS FROM OTHER PENSION PLANS ©3971 5,188 
OTHER PURCHASED SERVICE 7,345 8,415 
UNREDUCED EARLY RETIREMENT BENEFITS 139 583 

S 879,401 S 902,188 
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7. NET INVESTMENT INCOME 


Ea 


(000’s) 1994 1993 
SHORT TERM DEPOSITS Sah (OS S 41,786 
CANADIAN BONDS AND DEBENTURES 322,645 273,828 
NON-CANADIAN BONDS AND DEBENTURES 8,841 0 
PRIVATE DEBT 23,420 28,820 
MORTGAGES LO 252 176,497 
CANADIAN EQUITIES 202,691 179,187 
NON-CANADIAN EQUITIES F250) 62,293 
REAL ESTATE 152,470 iL Da SOS 
RESOURCE PROPERTIES 2a9) 3,320 
PRIVATE CANADIAN EQUITIES 1,405 1,491 
Private NON-CANADIAN EQUITIES 3,886 DP SEN0) 
990,874 895,075 
REALIZED CAPITAL GAINS 703,950 TE OS 
$1,694,824 S 1,614,107 

LESS INCOME CREDITED TO: 
MANAGED PENSION PLANS (198,296) (186,654) 
PROVISION FOR SUPPLEMENTARY RETIREMENT BENEFITS (12,683) (8,386) 
$1,483,845 $1,419,067 


ee ee ee SS ee 


8. BENEFITS 


(000’s) 1994 1993 
MEMBERS’ PENSIONS S 490,704 S744 545 
MEMBERS’ CONTRIBUTIONS PLUS INTEREST REFUNDED 50 715 43,473 
TRANSFERS TO OTHER PENSION PLANS 4,700 55) 

S 546,119 S 463,373 


a 


9. ADMINISTRATIVE EXPENSES 


(000’s) 1994 1993 
PERSONNEL SERVICES Se 13,18) S 18,421 
TRANSPORTATION AND COMMUNICATION 1,062 864 
ACTUARIAL SERVICES 465 497 
AUDIT SERVICES 300 350 
LEGAL SERVICES 270 413 
OTHER PROFESSIONAL SERVICES 444 345 
OCCUPANCY COSTS AND MUNICIPAL TAXES 4,153 3,906 
SYSTEMS DEVELOPMENT PURCHASED SERVICES 2,334 1,361 
OTHER PURCHASED SERVICES 4,793 4,308 
EQUIPMENT AND DEPRECIATION 2,196 1,658 
MarTERIALS AND SUPPLIES 1,036 916 

So Si 2 S 38,059) 
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The Ontario Municipal Employees Retirement System (OMERS) was established in 1962 
as a multi-employer pension plan for employees of local governments in Ontario. A total 
of 1,130 municipalities, boards, school boards and commissions participate in the plan. 

Managed by a 13 member Board appointed by the Ontario Government, OMERS is 
operated by and for municipal employees and employers. Five members of the Board are 
employees of local governments, one is a pensioner, four are officers of the participating 
employers, two are elected or appointed officials of municipalities or local boards, and one 
member is a Provincial official. 

OMERS is a defined benefit pension plan financed by equal contributions from partic- 
ipating employers and employees, and by the investment earnings of the OMERS Fund. 
In keeping with our mandate, the OMERS vision is as follows. 
¢ OMERS will be an autonomous, self-funded pension plan managed by and for its mem- 

bers and employers. 
¢ OMERS will provide a choice of pension options for employees engaged in the delivery 

of local government services. 
¢ OMERS will keep its “pension promise” through prudent investment and cost- effec- 


tive management. 


WORKING TOGETHER FOR YOUR RETIREMENT 


1995 SUMMARY 


GOVERNANCE 


Having developed ideas for changes to the governance of OMERS, the Board consulted plan 


: Om. Pr rrrerras casnLSTEEL SEC SCMS aslo 5 
Rs i 


PROXY 
VOTING 
GUIDEL] 


members, employers, and their representative unions and organizations. With the strong 
support of plan participants, the Board forwarded eight proposals to the Ontario 
Government in November. The Board believes that the proposed changes will result in a 
more effective and accountable governance of OMERS. 

The OMERS Board also believes that effective corporate governance will result in better 
investment returns. As a shareholder, OMERS votes its extensive equity holdings according 
to the principles expressed in the Proxy Voting Guidelines to encourage good governance 


practices in the companies in which it invests. 


Actuarial Valuation Results 


illi uD) ber 31 1994 1993 he 
ee i ~ shes ce aGae The effects of Ontario's Social Contract programme are reflected in this valuation. Of 
Pies a ; the surplus, $847.6 million is required for the Funding Stabili ationeRese , which 
Actuarial Liabilities 16,954 15,675 ; a ; 3 ee nN : 
helps to provide stability through periods of volatility in capital markets, 
Actuarial Surplus $ igi 6§ «6873 if 


COLLEGES OF APPLIED ARTS AND TECHNOLOGY 


i f A t 
The Colleges of Applied Arts and Technology (CAAT) set up an independent pension - JO LEE 


The OMERS actuarial valuation at December 31, 1994 shows a surplus of $1.2 billion, 


, 00’ After CAAT Before CAAT 
board to take over the management of their own plan as of January 1, 1995. OMERS i eee ae ; eS ae 
t ; t rat 
had managed the CAAT plan since 1967. About $2.4 billion in assets, which had : eas ae : © ere — rae - 
t t Asset Walls 010,094 
been invested as part of the “pooled” OMERS Fund, were transferred to the new ea ie ae 
; : Amounts not distributed 
board as of December 31, 1995. Unless otherwise noted, the year-end figures for the 
: . ; ; at year-end (105,695) 
OMERS Fund throughout this report and in the consolidated financial statements - = - : 
$21,171,350 $23,675,892 
are shown excluding the amount transferred to CAAT. : : z 
THE OMERS FUND 
ey Hl co aos wae The total assets of the consolidated Fund reached more than $23 billion in 1995, 
(S billions) Excluding assets of about $2.4 billion transferred to the new CAAT Pension Plan 


20 


board, the Fund’s year-end assets totalled $21 billion. Excellent growth in Canadian 


and international bonds and equities provided a return of 14.2% for the OMERS 
Fund in 1995. Because the Canadian and U.S. markets are closely linked, OMERS 


underweights the U.S. in its international investments to achieve greater diversifica- 


63 65 67 69 71 73 75 77 79 81 83 85 87 89 91 93 95 
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i| | tion. This fact, and an unusually high ratio of cash held to facilitate the transfer of 
sae [ | assets to CAAT, moderated the Fund’s 1995 total return. 


SE BS 
Seen OS 
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Governance, the direction and 
control of an organization, is 
equally important to the man- 
agement of OMERS and the 
many corporations in which 
the OMERS Fund invests. 

The Board’s review of the 
governance of OMERS, which 
began in 1994, resulted ina 
number of proposals for 
change. The Board believes that 
change could improve the 
operation of the OMERS pen- 
sion plan and ensure more 
effective control by plan 
participants. 

In the spring of 1995 some 
ideas for change were submit- 
ted to plan members and 
employers, and to their unions 
and other representative orga- 
nizations, for consideration and 
response. This consultation was 
very successful; thousands of 
plan participants took the time 
to respond and many sent addi- 
tional thoughtful comments 
about the governance of 
OMERS and the future 
direction of the plan. The 
response indicated strong sup- 
port for most of the Board’s ini- 
tiatives. 

The Board forwarded its 
final, specific proposals for 
change to the Ontario Govern- 
ment in November. If they are 


accepted, the changes will give 


GOVERNANCE: DIRECTION AND ACCOUNTABILITY 


plan members and employers 
greater control over Board 
membership and appoint- 
ments. They will alter the 
process of making changes to 
the plan by sharing responsibil- 
ity between OMERS and the 
Province, and will increase the 
Board’s flexibility in offering 
benefit options, an arrange- 
ment better suited to today’s 
conditions in local government. 

At the same time, the 
OMERS Board is active in 
encouraging effective corporate 
governance and accountability. 
The protection of shareholders’ 
rights is an element of prudent 
investment, and OMERS has an 
obligation to safeguard mem- 
bers’ and beneficiaries’ 
interests. It is our responsibil- 
ity to ensure that the 
companies in which we invest 
are run in the best interests of 
their shareholders. We believe 
that effective corporate gover- 
nance will enhance our long 
term investment returns, 
ensuring that we fulfill our 
fiduciary duty and helping us to 
meet our pension promise. 

In part, we ensure effective 
corporate governance through 
the diligent voting of shares. 
Several years ago we published 
proxy voting guidelines that set 


out our approach to many of 
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the most common shareholder 
issues. We vote our shares in 
accordance with our guidelines, 
and have actively and publicly 
promoted the adoption of such 
fundamental principles as keep- 
ing the board of directors inde- 
pendent of corporate manage- 
ment. 

Fair valuation of companies 
taken private by their majority 
shareholders is another aspect 
of the corporate governance 
issue. OMERS, as a large minor- 
ity shareholder, has taken a 
strong stand in seeking a fair 
offer in several such trans- 
actions. 

In addition, each company 
taken private reduces the num- 
ber of publicly traded compa- 
nies available for investment. 
Institutional investors like 
OMERS, restricted to placing 
most of their capital in the 
Canadian markets, must view 
with concern any increase in 
closely held corporate owner- 
ship. We will continue to moni- 
tor this apparent trend. 

The OMERS Fund achieved 
a total return of 14.2% in 1995. 
Canadian real GDP growth and 
inflation remained low and 
falling interest rates here and 
in the United States helped 
both the bond and equity mar- 
kets to fare well despite the 


political turbulence of the ref- 
erendum in Quebec. We 
continue to use permitted lev- 
els of international investments 
to provide the diversification 
that will help to offset volatility 
in Canadian capital markets. 

For many years OMERS 
managed, for a fee, both the 
administration and the assets 
of the pension plans of Ryerson 
Polytechnic University and the 
Colleges of Applied Arts and 
Technology (CAAT). 

Ryerson has chosen to 
administer its own plan, begin- 
ning in 1995, although OMERS 
continues to invest the plan’s 
assets. An independent pension 
board was established to man- 
age the affairs of the CAAT Pen- 
sion Plan. The new board 
assumed responsibility for the 
plan’s administration and 
investments at the end of 1995. 

About $2.4 billion in cash 


and securities were transferred 


to CAAT as of December 31, 
1995. The effect of the separa- 
tion of the CAAT plan’s assets is 
reflected in the OMERS Fund’s 
consolidated financial state- 
ments for 1995. 

Ontario's Social Contract 
comes to an end on March 31, 
1996, and so do the OMERS 
Social Contract initiatives. 
These were very successful, and 
the Board is proud of having 
been able to assist plan 
members and employers during 
this period of change and 
adjustment. The Type 7 Supple- 
mentary Downsizing Benefit 
programme, for example, helped 
employers and members meet 
their Social Contract obliga- 
tions while protecting members’ 
pension benefits. The cost of 
funding the Social Contract pro- 
visions has been largely offset by 
an increase in the plan surplus 
resulting, in part, from wage 


restraints during this period. 
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The Board has asked the 
Ontario Government to extend 
the Type 7 programme as an 
employer-paid supplementary 
benefit. The enhanced early 
retirement benefits will help 
employers and members in 
downsizing situations. 

The OMERS Board remains 
committed to finding creative 
ways to assist plan participants 
as adjustments continue in 
Ontario’s local government 
sector. However, maintaining a 
fully funded pension plan is the 
best guarantee that the pension 
promise to our 260,000 mem- 


bers will be honoured. 


Joanne Fulkerson, 
Chair 


Dale E. Richmond, 
President and C.E.O. 


FIVE YEAR REVIEW OF PLAN DATA 


1995 1994 1993 1992 1991 
Employers — ; — 7 . : —— 
Municipalities 534 529 538 538 536 
School boards 134 134 134 135 131 
Other local boards 462 457 448 448 447 
1,130 1,120 1,120 1,121 1,114 
Contributing Members a i 7 io) 
by employer 
Municipalities 94,068 94,964 95,462 94,334 92,870 
School boards 52,926 52,637 53,076 53,079 52,107 
Other local boards 41,283 41,397 41,638 42,289 42,361 
Inactive groups a 310) ZAI 89 129 
188,284 189,033 ; 190,197 189,791 187,467 
by sex : : : . | 7 
Female 92,146 91,618 91,001 89,612 86,903 
Male 96,138 97,415 99,196 100,179 100,564 
188,284 189,033 190,197 189,791 187,467 
by normal retirement age . ; 7 7 7 7 
Age 65 165,085 165,989 167,082 166,571 164,306 
Age 60 23,199 23,044 25,0 ED 23,220 23,161 
188,284 189,033 190,197 189,791 187,467 
Terminated members who have 
elected a deferred pension 8,532 8,163 7,947 7,769 7,444 
Number of pensioners by type of pension | 7 7 | 
Normal retirement 23212 22,914 22,538 21,967 21,297 
Early retirement 23,843 20,072 16,165 14,511 12,994 
Spouses and children 13,261 12,628 11,987 11,278 10,494 
Disability pension 2,846 2,814 2143 2,654 2,546 
63,162 58,428 53,433 50,410 _ 47,331 
Total membership comprising 
Active members, inactive 
members and pensioners 259,978 255,624 DEE t 247,970 242,242 
Number of members enrolled per year 9,225 8,440 Sato 10,933. 16,532 
Number of new retirements per year 5,459 5,804 3,688 3,576 3,250 
Number of other terminations per year 4,515 3,800 4,018 08S 6,353 
Net increase (decrease) in active members (749) (1,164) 406 2,324 6,929 
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FIVE YEAR REVIEW OF FINANCIAL DATA 


$ Millions 1995 1994 1993 1992 1991 
After Separation Before Separation 
of CAAT of CAAT 
*Investments at market value 
Ontario debentures 818.1 919.7 995.5 1,297.8 L030 iL Xi 3 
Marketable securities 20,458.9 TRUS a 19,650.3 18,7903 1529.7 13,490.9 
21,277.0 23,675.9 20,645.8 20,089.1 15,833.4 14,792.2 
*Assets at market value for 
Basic plan 21 212s Daeg 18,388.8 1778.1 14,004.8 13,091.3 
Supplementary benefits agreements 120.6 120.6 IBS 139% 136.3 128.2 
Administered pension funds 344.9 Det Wied 2,463.3 2,361.4 1,840.5 1,719.3 
21,678.2 24,110.5 20,986.0 20,278.8 15,981.6 14,938.8 
Investment income earned 
Basic plan 1,329.1 1,362.6 1,483.8 1419.1 815.4 763.4 
Supplementary benefits agreements 15 ES Wd 8.4 8.3 9.2 
Administered pension funds 215.5 182.0 198.3 186.6 106.3 101.4 
1,556.1 1,556.1 1,694.8 1,614.1 930.0 874.0 
Contributions received for 
Basic plan 869.1 870.0 890.0 878.1 764.6 
Basic plan unfunded liabilities 5.4 93 11.6 IES) 18.2 
Supplementary benefits agreements ilk 0.1 0.6 0.3 0.8 
875.6 879.4 902.2 889.9 783.6 
Payments to members 
Pensions paid 570.1 49().7 414.3 372.6 327.9 
Contributions and interest refunded 66.7 50.7 43.5 37.4 AQT, 
a Transfers to other plans 6.5 AT 5.6 12.9 132, 
643.3 546.1 463.4 422.9 383.8 
Administrative expenditures 
Pension programme 16.7 75 16.5 16.6 14.0 
Investment programme 18.6 lay 16.6 15.6 14.4 
3050 Doe Sock SP 28.4 


Total Fund annual rates of return 


Dollar-weighted return 


on book value 7.9% 9.5% 10.2% 6.4% 6.7% 
Time-weighted return 
on market value 14.2% 1.8% 23.7% 3.9% 14.5% 


*as at December 31 
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Governing OMERS 
The OMERS plan is jointly 
managed by a 13 member 
board, of which six members 
(including one pensioner) rep- 
resent plan members, six repre- 
sent participating employers 
and one represents the provin- 
cial government. The OMERS 
Board is responsible for the 
management and financing of 
the OMERS pension plan, 
including the investment of its 
assets. The plan and the Board’s 
mandate are set out in the 
OMERS Act and Regulation. 
OMERS has a unique combi- 
nation of characteristics, includ- 
ing its highly diverse con- 
stituency and the size of its 
Fund ($21.3 billion after the 


Members by Type of Employer 


separation of the CAAT plan’s 
assets). The plan is fully funded, 
financed by equal contributions 


from participating employers 


and members, and by the invest- 


ment earnings of the OMERS 
Fund which is primarily 
invested in capital markets. 
OMERS has operated 
successfully for more than 30 
years. Nonetheless, in 1994 the 
Board began reviewing how the 
plan is governed and the rela- 
tionship between OMERS and 
the Ontario Government. By 
the spring of 1995, after much 
discussion, the Board had 
developed a number of ideas for 
change that it believed could 
improve the operation of the 


OMERS pension plan and 


as at December 31, 1995 


Employers %) Members % 
Cities 6145 ~:*«S.S«2HD 
Regional Municipalities 14 2 AAO NA 
Towns 134 11.9 9,991 on 
Townships ba eceuk 3,824 2.0 
Villages 50 44 396 0.2 
Counties Dis 24 ey ales 2a 
Boards of Education 134 ~ 1,9 52,01 28.0 
Public Utilities Dig, Peale Se al 
Children’s Aid Societies 49 a 4,645 25) 
Library Boards 61 yl 3,810 2.0 
Health Units 24 Up! 3,940 Ml 
Others 1355 19 19,708 10,5 
Totals: —-1,130 100 188,284 100 
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ensure more effective control 

by plan participants. 

OMERS then sent a booklet, 
Governing OMERS: Issues for 
Discussion, containing the 
Board’s ideas for change and a 
survey soliciting opinions, to all 
active members, pensioners, 
employers, and their representa- 
tive organizations. Discussions 
were held with unions and pro- 
fessional groups representing 
plan members and employers. 

The results of this extensive 
consultation were very positive; 
both the survey responses and 
the discussions strongly 
endorsed the Board’s initiative. 

With the support of the plan 
participants, the Board 
forwarded eight specific 
proposals to the Ontario Gov- 
ernment in November. The pro- 
posals fall into three categories: 
e sharing responsibility for 

plan changes between the 

Board and the Province, 

e increased Board flexibility in 
the benefits and portability 
options the plan offers, and 

e greater control of Board 
membership and appoint- 
ments by plan members and 
employers. 

The Board believes that the 
proposed changes to the gover- 
nance structure will result ina 


more effective and accountable 


OF, TEE 


GOVERNING 
OMERS: 


+ Discussion 
Sesuex for © Dise 


governance of OMERS as well 
as amore flexible and efficient 
operation of the OMERS plan. 


Improving Service 

In order to meet a stated objec- 
tive, “to provide high quality 
service to all our clients, in an 
effective and efficient manner,” 
OMERS works constantly to 
improve services. 

Much of the work at OMERS 
consists of processing vast 
amounts of information using 
an array of computer hardware 
and software. The maintenance 
and redevelopment of our sys- 
tems is a continuous process. 

In 1995 work continued on 
the modernizing of the pension 
administration computer 
system, a major, multi-year 
project that began in 1993. By 
the end of 1995 work on the 
system specification phase — 
the foundation for the new sys- 
tem represented by thousands 
of pages of documentation — 
was almost complete. The con- 
struction phase will begin in 
the first half of 1996, and com- 
pletion of the entire project is 
expected in 1998. The new sys- 
tem will enable OMERS to pro- 
vide improved and more flexi- 
ble service to plan members 


and employers. 


A review of the effectiveness 
of the pension communications 
programme, begun in 1994, 
bore fruit in 1995. The Board 
approved revisions to the pro- 
gramme, to be phased in over a 
three year period, beginning in 
1996. The plan includes the 
reworking of existing commu- 
nication materials, making 
them more effective, and the 
introduction of new material 
that will make use of new tech- 


niques and technologies. 


Social Contract 

The Board’s Type 7 Supplemen- 
tary Downsizing Benefit 
programme gives employers 
who are downsizing a package 
of enhanced early retirement 
benefit options they can offer 
their members. During the 
Social Contract period, which 
ends March 31, 1996, the pro- 
gramme has been funded, for 
employers using downsizing 
savings to meet Social Contract 
obligations, by plan surplus 
allocated by the Board. 

The Social Contract Type 7 
programme has been very suc- 
cessful. The increase in the vol- 
ume of retirements we experi- 
enced in 1994 continued in 
1995, fuelled in part by this ini- 
tiative and by the pressures of 


the financial constraints in 
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Ontario local government. 
OMERS dealt with nearly twice 
the normal volume of 
retirement pensions. A total of 
5,459 early and normal retire- 
ments were processed in 1995, 
of which 3,188 were Type 7 
enhanced early retirement pen- 
sions funded by $147 million of 
the allocated plan surplus. Plan 
membership declined in 1994 
for the first time since its 
inception, and again, slightly, 
tm EG. 


Pension Increase 

A pension increase of 2.3%, 
equal to 100% of the Consumer 
Price Index (CPI) increase, was 
applied on January 1, 1996 to 
pensions that began on or 
before December 1, 1994. Pen- 
sions that began after Decem- 
ber 1, 1994 and before Decem- 
ber 1, 1995 were increased by a 
prorated amount. 

The OMERS plan is indexed 
to 70% of the increase in the 
CPI for the year measured Sep- 
tember to September. Further 
ad hoc increases are granted to 
top-up the increase to 100% of 
the increase in the CPI when 


the plan surplus permits. 


PENSIONERS 
BY TYPE OF PENSION 
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The Actuarial 
Valuation 

The OMERS actuarial valu- 
ation at December 31, 1994, 
conducted by Watson Wyatt 
Worldwide, indicates a surplus 
of $1.2 billion in the basic 
OMERS plan. The effects of the 
funding allocated to the Board’s 
Social Contract initiatives to the 
end of 1994 and of reduced or 
frozen wages in the local gov- 
ernment sector, are reflected in 
this valuation. Social Contract 
and local government financial 
constraint may continue to 
affect the actuarial valuation for 
the next few years. 

In 1989 the Board set up a 
Funding Stabilization Reserve 
(FSR). A portion of the surplus, 
5% of the plan liabilities or 
$847.6 million at December 31, 
1994, is reserved as a hedge 
against periods of volatility. The 
FSR is maintained as a buffer 
against unexpected swings in the 
actuarial value of plan assets due 
to investment returns, or plan 
experience that differs from 
actuarial assumptions. The FSR 
is an important tool used to 
ensure contribution rate stability 
for the OMERS plan. 


Managed Plans 
OMERS has managed the pen- 


sion plan for the Colleges of 


Applied Arts and Technology 
(CAAT) since 1967. On January 
1, 1995 the CAAT plan set up an 
independent pension board to 
manage its own administration 
and the investment of its assets. 

Some $2.4 billion in assets, 
which had been invested as part 
of the “pooled” OMERS Fund, 
were transferred to the new 
board. The bulk of the transfer 
took place in an orderly man- 
ner at the close of business 
on December 31, 1995. The bal- 
ance of the transfer will occur 
in 1996. 

OMERS has also managed 
the administration and assets 
of the pension plan for Ryerson 
Polytechnic University since 
1965. Early in 1995 Ryerson 
began to administer its own 
plan, although OMERS will 
continue to invest the plan’s 
assets of about $271 million 
(as at December 31, 1995) as 
part of the commingled 
OMERS Fund. 


Managing Operations 
The rapid rate of change in the 
business world, ongoing global- 
ization of the economy, and the 
breakneck speed with which 
technology evolves provide 
constant challenge. To meet 
the challenge, a new informa- 


tion systems strategy has been 
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developed. It will help to 
provide the proper technologi- 
cal infrastructure to support 
long term business strategic 
initiatives. 

Hardware and software 
systems that support industry 
open standards, as opposed 
to vendor-specific proprietary 
products, have been intro- 
duced, allowing OMERS to 
build or acquire systems-based 
business solutions that are 
widely available, easily 
maintained, and portable. 

The move away from main- 


frame computers to the more 


flexible client/server computing 


environment offers systems 
that are more responsive to 
pension and investment busi- 
ness requirements. 

The strategy was applied to 
the selection of a new financial 
accounting system as well as 
several investment decision- 
making tools. OMERS is also 
exploring an Internet business 
strategy, studying the advan- 
tages of this fast rowing com- 
munications vehicle. 


Service remains a priority 


for the OMERS plan. The goal of 


redeveloping information sup- 


port systems is to significantly 


improve service to clients while 


maintaining operational cost 


effectiveness. 


ACTUARIAL ASSETS VS 


LIABILITIES 

(S billions) 
15 
10 
5 
Rit cio it 

1990 1991 1992 1993 1994 
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T 10,949 13,024 14,590 15,675 16,954 
E795 71 10 873,171 
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Programme budgeting was 
introduced in 1991 to better 
define operating business lines, 
and has proven helpful in effec- 
tive planning, management, 
and cost control for the 
pension and investment 
programmes. OMERS partici- 
pates in cost effectiveness mea- 
surement surveys for both pro- 
grammes. The results of the 
surveys indicate that OMERS 
provides its services at a cost 
that is competitive with the 
benchmarks established for a 
pension plan with OMERS pen- 
sion and investment character- 
istics. Based on the most recent 
survey results, unit operating 
costs per client have remained 
constant at $74 for 1994 and 
1995 for the pension pro- 
gramme. The investment pro- 
sramme costs fell from 15.9 
basis points in 1994 to 15.6 
basis points, or 15.6 cents per 
$100, in 1995. 

Use of a master custodian 
enables OMERS to economi- 
cally achieve its investment- 
related administrative 
objectives. The master custo- 
dian service contract entered 
its fifth year in 1995, requiring 
a tendering process. The 
process resulted in future cost 
reductions for the maintenance 
of OMERS vast domestic and 


international security holdings. 
OMERS works continually with 
the custodian to enhance state- 
of-the-art cash and securities 
processing services to invest- 


ment managers. 


Corporate Governance 
OMERS believes that effective 
corporate governance will 
result in better investment 
returns. As it is the Board’s 
responsibility to meet the “pen- 
sion promise” through the pru- 
dent investment of the Fund, 
OMERS has a particular inter- 
est in seeing that the compa- 
nies in which it invests are run 
in the best long term interests 
of their shareholders. 

Like other institutional 
investors, OMERS has relatively 
large minority shareholdings 
with commensurate voting 
power in many companies. To 
ensure effective corporate gover- 
nance these extensive equity 
holdings are diligently voted in 
accordance with the formal set 
of proxy voting guidelines 
OMERS developed. The guide- 
lines, which express the Board’s 
beliefs and practices as share- 
holders, have been distributed to 
investment managers working 
with OMERS, as well as to the 
corporations in which OMERS 


has significant holdings. 
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OMERS uses voting 
influence to improve value for 
shareholders and to enhance 


returns. This is the basic 


premise of corporate gover- 
nance, and, for providers 
of long term capital like 
OMERS, governance is 
important. 

Fair valuation of com- 
panies “taken private” is a 
corporate governance 
issue. For example, in 
1995 an American par- 
ent corporation offered 
to purchase those 
shares of a Canadian 
subsidiary that it did not 
already own. OMERS, the sec- 
ond largest shareholder, 
refused to tender shares at the 
offer price and negotiated a 
new offer of $1.00 more per 
share, adding $2.4 million to 
the Fund’s return for the year. 
OMERS is now involved in liti- 
sation with another company 
ina similar dispute over the 
fair value of the company’s 
shares in a “taking private” 
transaction. 

OMERS has also used its 
voting power to counter corpo- 
rate decisions that would have 
adversely affected shareholders. 
A stock option proposal that 
would have greatly diluted 


shareholders’ equity was modi- 


fied, reducing the potential 
dilution, when institutional 
investors intervened. 

OMERS will continue to 
press for the corporate gover- 
nance structure that best 
serves shareholders, and for 
shareholder rights. 


The Fund 
OMERS enjoyed a return of 
14.2% in 1995, buoyed 


Consolidated Investment Assets 


by double-digit results in Cana- 
dian and international bonds 
and equities. 

Real GDP growth in Canada 
slowed to 2.2% in 1995 while 
inflation remained below 2% 
and unemployment rates 
remained high. Slowing 
economic activity prompted the 
Bank of Canada and the U.S. 
Federal Reserve to lower inter- 


est rates during the year. 


(1995 after separation of CAAT) 


Market Value as at December 31 (000’s) 1995 1994 


Fixed Income Investments 
Cash and Short Term 
Ontario Debentures 
Marketable Bonds: 


e International 


Private Placements — Debt 
Mortgages: 


Insured 


¢ Non-residential 


¢ Canadian 


$ 876,473 $ 965,678 


e Residential - 


¢ Real Estate 


Held for Resale 


818,058 995,524 
2,890,714 2,450,687 
397,183 336,525 
100,599 Iiei23 
534,735 622,281 
1,033;f50—¢ 1,032,422 
85,567 39,485 


Total Fixed Income Investments 


$ 6,737,085. $ 6,560,330 


Equity Investments 


Stocks 
Canadian: ¢ Indexed $ 1,264,062 $ 1,224,314 
* Active 6,522,787 6,602,467 
International: ¢ Indexed 1,694,031 1,747,105 
¢ Active 2oletiee 2,111,202 
Total Stocks 11,795,652 11,685,088 
Private Placements — Equities 352,980 249,677 


Total Equity Investments 


$12,148,632 $11,934,765 


Real Estate 


$ 2,391,328 $ 2,150,682 


Total Investments at Market Value 
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Falling interest rates pushed 


returns for Canadian and inter- 


national bonds and equities up. 


The referendum held in 
Quebec at the end of October 
alternately strengthened and 
weakened the Canadian dollar 
and temporarily interrupted 
the downward trend in interest 


rates. By the end of the year 


speculation over Quebec’s near- 


future course had eased, com- 
parative stability had returned 
to the market, and interest 
rates had resumed their down- 
ward trend. 

Despite the political turbu- 
lence, the Canadian bond mar- 
ket recorded the highest 
returns among the markets of 
major industrialized countries. 
The Canadian equity market 
also fared well although the 


most spectacular equity market 


was undoubtedly the United 
States where high corporate 
earnings fuelled share price 
increases. 

The Fund’s asset allocation 
stressed international 


investments, reflecting a con- 


tinued uneasiness with the sen- 


sitivity of Canadian capital mar- 


kets to government fiscal 
restructuring and constitu- 
tional wrangling. The United 
Kingdom, Australia, and Hong 
Kong all produced excellent 


returns, although conversion 


NET FUNDS AVAILABLE 
FOR INVESTMENT 
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1995 Returns vs Benchmarks 
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Core Fund 4,661.4 21.9% 14.7 11.6 9.3 
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Small Cap 329.8 1.5% 16.8 17.9 - 
Nesbitt Burns Small Cap weighted 13.9 14.1 - 
TSE 300 Index Fund j 1,004.5 47% 14.5 : z 
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Externally Managed Canadian Stocks 1,791.1 8.4% 152 8.9 - 
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Total Canadian Stocks 7,786.8 36.6% 14.9 ile 8.7 
TSE 300 145 10.6 8.3 
Private Placement-Equity 353.0 1.7% 2A 11.0 7A 
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International Stocks 4,008.8 18.8% 14.6 oe 122 
~ Salomon Global BMI (ex-Canada) . 19.1 15.4 E 
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to Canadian dollars, which rose 
by about 2¢ against the US dol- 
lar over the year, diminished 
returns slightly. Growth in 
Europe was uneven; Germany 
fared reasonably well while 
France and Italy lagged well 
behind. Japan’s economy, still 
dealing with the aftermath of 
the collapse in real estate values 
and continued political difficul- 


ties, remained rather stagnant. 


Asset Mix Management 

The decision that has the great- 
est impact on investment 
returns is the allocation of 
assets among the various 
investment classes. OMERS 
policy is to have 25 to 35% of 
the Fund invested in Canadian 
and international fixed income 
instruments, 50 to 60% in 
Canadian and international 
equities, and 10 to 15% in real 
estate. The actual asset mix 
varies within these ranges as 
market values and cash flow 
fluctuate. These variations can 
have either a positive or a nega- 
tive effect on the Fund's total 
return. 

Although the OMERS Fund 
saw a return of 14.2% in 1995, 
the fact that OMERS 
“underweights” the United 
States in international invest- 


ments and an unusually high 


exposure to lower yielding 
money market securities held 
the Fund’s total return down. 

The U.S. and Canadian mar- 
kets are very similar in nature 
and performance. In order to 
achieve greater diversification, 
OMERS generally places less 
emphasis on the U.S. than tra- 
ditional international indices 
do. Instead, the Fund invests 
more in dissimilar markets. 
Strong growth in U.S. markets 
in 1995, reflected in industry 
indices, had less effect on the 
Fund’s returns. 

The planned transfer of 
assets to the new CAAT pension 
plan board necessitated holding 
a high ratio of cash for the 
early part of the year. Once the 
date of the proposed transfer 
had been settled OMERS was 
able to reallocate these assets 
to higher yielding markets, 
largely through the use of 
derivative instruments. This 
“cash securitization” is an 
important way in which the 
Fund uses derivatives to add 
further discipline to controlling 
asset mix. 

At year-end, immediately 
following the transfer of assets 
to CAAT, the Fund’s actual asset 
mix consisted of 4% short term 
deposits and money market 


instruments, 28% other Cana- 
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dian and international fixed 


ASSET ALLOCATION — 
Target 
using midpoint in target range 


income instruments, 57% in 


Canadian and international 


equities, and 11% in real estate. \ 


12.5% \ 
\ 


At market value, 25% of these 
total Fund assets were invested 
in international bonds, equi- 
ties, and derivative instru- 


ments. 


BB Real Estate Debt Equity 


Actual 


Fixed Income as at December 31, 1995 


Fixed income investments, 


comprising Canadian and inter- 11.2% \ 
national bonds, mortgages, ‘ 
commercial loans and cash or 
money market instruments, 


formed 32% of the assets of the 


Fund at year-end. Cash & Short ferm a 
Bonds 15.5 
In spite of the unusually ieee i: 

Pri 


ements Debt 0.5 


high ratio of cash to long term Ca 


Private Placements Equity 


investments discussed above, NaI aR 


bond returns were healthy in a 


year that favoured bond holders. 


ACTIVE MARKETABLE BONDS” 


4.5% of Fund 
% $955 million 26.9% 


12.2% 
1 Year 4 Years 
= Returns 
CORE/INDEX BONDS 
7.0% of Fund 
$1,487 million 27.0% 
12.5% 
1 Year 4 Years 


Returns 


The Canadian bond market 
recorded the highest returns 


among the markets of major 


industrialized countries. The 
Fund holds Canadian bonds in 
two portfolios: the Canadian 
core bond portfolio holds fed- 
eral and provincial government 
bonds, while the more actively 
traded Canadian active bond 
portfolio adds municipal and 
commercial to federal and 
provincial bonds. Both portfo- 
lios did well in 1995. 

The international bond 
portfolio, which holds foreign 
government bonds, fared well 
in its first full year of operation. 
The portfolio is managed with 
emphasis first on country and 
currency allocation, and then 
interest rate movement. 

The money market and 
foreign exchange fund was 
expanded in 1995 to accommo- 
date increased activity in the 
international bonds and deriva- 
tives areas. In addition to serv- 
ing as a banker to other 
OMERS investment activities, 
this fund manages cash aggres- 
sively. The strategic manage- 
ment of cash helped to improve 
returns despite the unusually 
large cash reserves held to 
facilitate the transfer of assets 
from the OMERS Fund to the 
CAAT Pension Plan. 

The supply of mortgage 
funds in the marketplace has 


increased while the develop- 


ment of new commercial pro- 
jects and high quality refinanc- 
ings lagged behind the supply 
of capital. Competition for a 
limited supply of quality busi- 
ness has caused significant 
declines in lending rates and 
this trend is expected to 


continue for some time. 


MORTGAGES 


7.8% of Fund 
$1,654 million 


1 Year 4 Years 
Returns 


Despite market conditions, 
OMERS was able to place $155 
million in new mortgages and 
renewals at premium yields in 
1995 while continuing a policy 
of investing in high yielding, 
quality commercial mortgages. 
The quality and performance of 
the mortgage portfolio remains 
very strong. Continued success 
in developing new business will 
largely depend on the availabil- 
ity of high quality investments 
with acceptable yields. 

Competition in private 
debt was once again intense. 
Spreads were the narrowest 
they have been for many years, 
and would not compensate 
OMERS for the extra risk that 
corporate credit would have 
over government credit. The 


portfolio’s investment activity 


ONTARIO MUNICIPAL EMPLOYEES RETIREMENT BOARD 


was therefore very low in 1995, 
although the debt portfolio 


increased its credit quality. 


PRIVATE PLACEMENT 
EBT 35.9% 
0.5% of Fund 


D 
$101 million 
12.3% 


1 Year 4 Years 
Returns 


Equities 

The Canadian core fund invests 
in the securities of companies 
with a net worth exceeding 
$150 million. The fund’s excel- 
lent performance for the year 
was attributable, in part, to a 
higher concentration than 
usual in metals and minerals, 
oil and gas, and consumer 
products, all of which did well 
in 1995. 


CORE FUND 
21.9% of Fund 
$4,661 million 
14.7% 
| 


1Year 4 Years 
Returns 


The small capitalization 
fund, one of the largest of its 
kind in Canada, is committed 
to its disciplined approach to 
investing in sound, small com- 
panies with a moderate risk 
profile. This approach has 
worked well for OMERS. The 
exceptionally strong perfor- 


mance of the technology and 


communications sectors, up 
61.3% in 1995, contributed 

to the small cap portfolio’s 
healthy performance, although, 
because of the high risk, often 
speculative, nature of technol- 
ogy stocks these sectors are 


underweighted. 


SMALL CAP 


1.5% of Fund 


% 17.9% 
~~» $330 million 16.8% 


1 Year 4 Years 
efurns 


The Canadian indexed equi- 
ties fund is invested in a large 
number of companies in a wide 
range of Canadian economic 
sectors to achieve broad diversi- 
fication. The portfolio achieved 
its objective of generating the 
TSE 300 total return while 
maintaining low performance 
volatility, or “tracking error,” in 
1995. Such low risk strategies as 
dividend reinvestment plans, 
call option overwriting and 
anticipation of changes to the 
composition of the index were 
also used to add value and 
enhance performance. 

The use of external 
managers offers the Fund 
access to unique management 
styles and increased diversifica- 
tion. The Canadian externally- 
managed active programme 
also stresses growth. OMERS 


staff monitor the programme 
to ensure faithfulness to 
OMERS investment policies 
and the integrity of the chosen 


management style. 


EXTERNALLY MANAGED 
CANADIAN STOCKS 


8.4% of Fund 
$1,791 million 


15.2% 


1 Year 4 Years 
__ Returns 


Among the Fund’s interna- 
tional equities portfolios, the 
two internally-managed U.S. 
index funds performed very 
well as returns in the U.S. bur- 
seoned. The SGP 500 index 
fund which focuses on larger 
capitalization stocks, ended 
the year with $1,294 million 
invested, and a return of 33.7%. 

The S&P Mid-cap index 
fund, with $186 million 
invested, saw a return of 
28.6%. In 1996 OMERS will 
also engage active external 
managers to further enhance 
our U.S. returns in those areas 
where active managers have 
demonstrated an ability to 
outperform the index. 

The non-North American 
externally-managed investment 
programme has focussed on 
broad European and Pacific 
basin mandates since its incep- 
tion in 1990. Early in 1995 


the focus shifted to more 
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specialized active management, 


using expertise specific to the 
countries or regions in which 
the Fund has an interest. Two 
dedicated Japan-only active 
managers, and active managers 
for the European, Pacific rim 
and emerging markets have 
been engaged. The specialist 
approach is expected to 
produce better returns as this 


programme matures. 


INTERNATIONAL STOCKS 


18.8% of Fund 
$4,009 million 14.6% 15.2% 


1 Year 4 Years 
Returns 


The private equity portfolio 
profited as some of its invest- 
ments went public in a healthy 
Initial Public Offering market. 
Several holdings in the technol- 
ogy sector were sold at advanta- 
geous prices, although stronger 
markets reduced opportunities 
for new investment in this area. 
A slowing North American 
economy and high valuations 
may further reduce new invest- 


ment opportunities in 1996, 


PRIVATE PLACEMENT EQUITY 
24.2% 


1.7% of Fund 
$353 million 


11.0% 


1 Year 4 Years 
eturns 


OMERS continues to be selec- 
tive in order to maintain a high 


quality portfolio. 


Real Estate 
OMERS Realty Corporation 
(ORC) is a wholly-owned 
subsidiary of OMERS, managing 
all real estate transactions on 
behalf of the Board. The realty 
sroup has created, and 
maintains, a high-quality diver- 
sified portfolio of real estate 
properties with an investment 
horizon of 10 to 20 years. Pre- 
ferred investments are in 
centrally located projects, in 
major urban markets, and con- 
structed using modern technol- 
ogy. The portfolio’s holdings are 
diversified by geography, func- 
tion, and development stage. 
The realty corporation holds 
a direct interest in 13.4 million 
square feet out of 19.9 million 
square feet of gross leasable 
area in 38 properties. Fifteen of 
these properties are wholly 
owned by ORC and the balance 


are held in common ownership 
with other investors. The prop- 
erties are well leased, 95.7% on 
average, with the regional 
shopping centres 98.4% leased. 
In addition OMERS Realty 
holds a number of properties, 
valued at $91 million, for devel- 


opment. 


REAL ESTATE 


(income producing office and retail properties only) 


11.8% of Fund 
>, $2,504 million 


3.9% 
1.7% 
= 
1 Year 4 Years 
eturns 


Acquisitions in 1995 
included the Bow Valley Square 
complex in downtown Calgary 
and the balance of Les Prome- 
nades de la Cathédrale and 
Place de la Cathédrale (an office 
and shopping complex in Mon- 
treal), as well as Scarborough 
Town and Yorkdale Shopping 
Centres in the Toronto area, 
bringing our interest to 100% 
of each of these properties. 
OMERS also sold its interest in 


Pickering Town Centre. 
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Managing Change 
Managing change is the 
challenge facing the OMERS 
plan and its participating mem- 
bers and employers. 

Local governments in 
Ontario continue to anticipate, 
experience, and cope with 
changing circumstances. 
OMERS, through its governance 
proposals, through policy initia- 
tives, and in its commitment to 
service, continues to adapt to 
the changing needs of plan par- 
ticipants. 

Discipline in investment and 
in management strategy and 
practices, always important, are 
never more so than in periods of 
change. OMERS manages the 
plan to maintain stability in 
contribution rates and to meet 


its pension promise. 
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ACTUARIAL COST CERTIFICATE 


As at December 31, 1995 


For the Ontario Municipal Employees Retirement Board 


Watson Wyatt 


Worldwide 


The most recent actuarial valuation of the benefits provided under the Ontario Municipal Employees ¥ 
Retirement System was conducted as at December 31, 1994 using the Unit Credit Actuarial Cost Method, Ws 
with projection of earnings. Our valuation conformed with the Standard of Practice for Valuation of Pen- 
sion Plans adopted by the Canadian Institute of Actuaries. 

The actuarial valuation of OMERS as at December 31, 1994 was conducted using membership data 
and financial information supplied by the Board. We reviewed the data for reasonableness and 
consistency with the data provided in prior years. In our opinion, the data are sufficient and reliable for 
the purposes of actuarial valuation. 

In our opinion, the assumptions adopted for our actuarial valuation of OMERS are appropriate, and 
the methods employed are consistent with sound actuarial principles. Nonetheless, the experience of 
OMERS in the future may be different from the actuarial assumptions, and may result in gains or losses 
which will be revealed in future actuarial valuations. 

The results of the actuarial valuation of the registered pension plan portion of OMERS disclosed total 
Actuarial Liabilities of $16,953.560 million in respect of benefits accrued for service prior to December 
31, 1994, including the effect of an ad hoc adjustment to pensions as at January 1, 1995. The Actuarial 
Assets at that date were $18,124.899 million indicating an actuarial surplus of $1,171.339 million, of 
which $847.636 million has been allocated to a Funding Stabilization Reserve by the Board. In addition, 
there was a net actuarial liability in respect of benefits in excess of the Income Tax Act limits on 
registered plans of $150.196 million. 

The results of the actuarial valuation also indicated that the existing levels of member and employer 
contributions are sufficient to meet the Normal Actuarial Cost of benefits to be earned each calendar year 
until the next actuarial valuation is performed. 

We have considered the likely development of the Actuarial Liabilities during 1995 taking into 
account amendments made to the Plan up to December 31, 1995. Further, we have calculated the Actu- 
arial Assets at December 31, 1995. 

We are of the opinion, in accordance with generally accepted actuarial principles, that the assets of 
the Fund at December 31, 1995 are sufficient to meet all the liabilities of the Plan in respect of services 
rendered by members up to that date. 

Respectfully submitted 
THE WYATT COMPANY 


oe oe 


Martin J.K. Brown, ELA. 
Fellow, Canadian Institute of Actuaries 
March 22, 1996 
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AUDITOR’S REPORT 


To the Ontario Municipal Employees Retirement Board 


We have audited the consolidated statement of net assets of the Ontario Municipal Employees Retirement 
Fund as at December 31, 1995 and the consolidated statement of changes in net assets for the year then 
ended. These financial statements are the responsibility of the Fund’s management. Our responsibility is to 
express an opinion on these financial statements based on our audit. 

We conducted our audit in accordance with generally accepted auditing standards. Those standards 
require that we plan and perform an audit to obtain reasonable assurance whether the financial statements 
are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the 
amounts and disclosures in the financial statements. An audit also includes assessing the accounting prin- 
ciples used and significant estimates made by management, as well as evaluating the overall financial state- 
ment presentation. 

In our opinion, these consolidated financial statements present fairly, in all material respects, the finan- 
cial position of the Fund as at December 31, 1995 and the changes in its financial position for the year then 


ended in accordance with generally accepted accounting principles. 


K PMG 


Chartered Accountants 


Toronto, Canada 
March 22, 1996 
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CONSOLIDATED FINANCIAL STATEMENTS 


CONSOLIDATED STATEMENT OF NET ASSETS 


At Market Value, as at December 31 (000’s) 1995 1994 
ASSETS 
Investments (note 2) $ 21,277,045 $ 20,645,777 
Long-term receivables (note 4) 41,413 49,147 
Contributions receivable 74,881 84,029 
Accrued income 381,345 387,920 
Total Assets 21,774,684 21,166,873 
LIABILITIES 
Due to administered pension funds (notes 5 & 11) 344,901 2,463,316 
Accrued liabilities 217,087 314,758 
Total Liabilities 561,988 2,778,074 
NET ASSETS (Note 6) $ 21,212,696 $ 18,388,799 
Signed on behalf of the Board, 
Member Member 
CONSOLIDATED STATEMENT OF CHANGES IN NET ASSETS 
At Market Value, as at December 31 (000’s) 1995 1994 
INCREASES IN NET ASSETS 
Contributions (note 7) $ 875,605 $ 879,401 
Net investment income (note 8) 1,362,617 1,483,845 
Unrealized market appreciation of investments = 1,264,332 : —— 0) 
Total Increase ; 3,502,554 ; = : : — ; 2,303,246 
DECREASES IN NET ASSETS 
Unrealized market depreciation of investments () 1,171,241 
Benefits (note 9) 643,337 546,119 
: Administrative expenditures (note 10) . 35320) ; 7 . 39,224 
Total Decrease 678,657 —- . ; - 1,752,584 . 
INCREASE IN NET ASSETS 2,823,897 610,662 
Net assets at beginning of year 18,388,799 17,778,137 
NET ASSETS AT END OF YEAR $ 21,212,696 _ _ — § 18,388,799 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


Year ended December 31, 1995 

GENERAL 

The Ontario Municipal Employees Retirement System (OMERS) is a multi-employer pension plan which operates as the Ontario Municipal 

Employees Retirement Fund (the Fund) as provided in Section 5 of the Ontario Municipal Employees Retirement System Act (OMERS Act). 
The System provides pensions for employees of Ontario municipalities, local boards, public utilities, and school boards (non-teaching staff). 

The Fund is a contributory defined benefit pension plan which is financed by equal contributions from participating employers and employ- 
ees, and by the investment earnings of the Fund. The Fund is registered under the Ontario Pension Benefits Act, Registration #C006725. 

The normal retirement age is 65 years for all OMERS members except police officers and firefighters, who may have a normal retirement age 
of 60 years. The normal retirement pension is calculated using a member's years of credited service and the average annual contributory 
earnings during the member's highest five years of contributory earnings. The pension is integrated with the Canada Pension Plan. 

The Pension Benefits Act (PBA) of Ontario requires that participating employers fund the benefits determined under the plan. In accordance 
with the PBA the determination of the value of these benefits is made on the basis of a periodic actuarial valuation. 

In addition to the normal retirement benefit described above, early retirement benefits, death benefits, disability waivers and pensions, and 
termination benefits are available to members who meet the plan requirements. Complete information may be found in the OMERS Act and 


Regulation or by contacting OMERS. 


SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
Basis of Presentation 
These financial statements are prepared on a going concern basis and present the information of the Ontario Municipal Employees Retirement 


Fund as a separate financial reporting entity independent of the sponsors and plan members. 


Consolidation 
The consolidated financial statements include the accounts of OMERS, its subsidiaries holding real estate, mortgage, private equity and resource 


investments, and OMERS proportionate share of the assets, liabilities, and operating income of real estate properties jointly owned with others. 


Investments 
Investments are recorded as of the trade date and are stated at market value. The change in the difference between market value and cost of 
investments at the beginning and end of each year is reflected in the statement of changes in net assets as unrealized market appreciation/depre- 
ciation of investments. 
Market values of investments are determined as follows: 
i) Short-term deposits are recorded at cost which approximates market value. 

ii) Bonds, debentures, equities and resource properties are valued at year-end quoted market prices where available. Where quoted market 
values are not available, estimated values are calculated using discounted cash flows based on current market yields, comparative securi- 
ties, independent asset appraisals and financial analysis. 

iii) Real estate, comprised primarily of income producing properties, is valued based on appraised values determined annually by an 
independent appraiser in accordance with generally accepted appraisal practices and procedures, based mainly on discounted cash flows. 
In performing the appraisals, certain assumptions are made with respect to future economic conditions and rates of return. Jones Lang 
Wootton Canada Inc. is the firm of independent appraisers used. 
iv) Mortgages and private debt are valued using discounted cash flows based on current market yields for instruments of similar risk. 
v) Equity index futures, bond and equity index swaps and forward foreign exchange contracts are valued at year-end quoted market prices. 
Investment income, which is recorded on the accrual basis, includes dividends, interest income, and real estate operating income as well as 


capital gains and losses which have been realized on investments. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

Year ended December 31, 1995 

Foreign Currency Translation 

The market values of foreign currency denominated investments included in the statement of net assets are translated into Canadian dollars at 

the year-end rate of exchange. Gains and losses arising from this translation are included in unrealized appreciation/depreciation of investments. 
Foreign currency denominated transactions as well as cost amounts included in the financial statements are translated into Canadian dollars 


at the rates of exchange on the dates of the related transactions. 


Derivative Financial Instruments 
The Fund uses derivative financial instruments when appropriate in the administration of its asset/liability management and to assist in the 


management of financial risks, including foreign exchange risks. 


NOTE 1 - RESPONSIBILITIES OF THE ACTUARY AND EXTERNAL AUDITORS 
The actuary is appointed by the Board of OMERS. It is the actuary’s responsibility to carry out regular valuations of the actuarial liabilities of the 
System in accordance with accepted actuarial principles and report thereon to the Board. The actuary’s opinion is set out in the Actuarial Cost 
Certificate. In performing the valuation, the actuary values the benefits provided under the System using appropriate assumptions about future 
economic conditions (such as inflation, salary increases, and investment returns) and demographic factors (such as mortality and turnover rates 
and retirement ages). These assumptions take into account the circumstances of OMERS and its members and pensioners. 

The external auditors are appointed by the Board. Their responsibility is to report to the Board regarding the fairness of presentation of 
OMERS financial position, results of operations and changes in financial position as shown in the annual consolidated financial statements. The 
external auditors make use of the work of the actuary for the actuarial liabilities as disclosed in the notes to the financial statements in respect of 


which the actuary has given an opinion. The auditors’ report outlines the scope of their examination and their opinion. 


NOTE 2 - INVESTMENTS 


(000’s) 1995 1994 

Market Value Cost - Market Value Cost 
Cash and short-term deposits Go 876473 $ 876,473 $ 965,678 $ 965,678 
Canadian bonds and debentures 3,708,772 3,366,451 3,446,211 3,601,248 
Non-Canadian bonds 397,183 383,684 DSO) hos Ways) 
Private debt 100,599 107,126 Wes Coy 
Mortgages 1,654,058 1,551,663 1,694,188 1,661,888 
Canadian equities 7,786,849 6,245,921 7,826,781 6,782,021 
Non-Canadian equities 4,008,803 3,174,752 3,858,307 Swale soley) 
Real estate 2,391,328 2,801,224 2,150,682 2,399,417 
Resource properties 41,790 44 661 39,700 A5 761 
Canadian private equities 109,184 105,260 39,111 48,044 
Non-Canadian private equities 202,006 154,035 170,866 146,542 

§ 21,277,045 $18,811,250 $20,645,777 «$19,297,553 


Canadian bonds and debentures include Province of Ontario debentures having a market value of $818,057,772 and a cost of $741,605,098 
(1994 - market $995,524,000, cost $1,014,700,000), bearing a weighted average interest rate of 8.97% (1994 - 9.18%), and maturing at various 
dates through December 31, 2006 ($182,250,000 matured December 31, 1995). 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


Year ended December 31, 1995 
NOTE 2 - INVESTMENTS (continued) 


At December 31, 1995, the Fund held the following investments each having a market value or cost exceeding 1% of the market value or cost 


of total investments: 


Number of 1995 Aggregate 
(000’s) Investments Market Value Cost 
Canadian equities 3 $ 809,281 $ 658,219 
Real estate properties 4 991,765 1,057,909 
Canadian bonds and debentures D 537,247 477,313 
asa ae -$ 2,338,293 § 2,193,441 


Real estate investments above include ownership interests in the following properties, all of which are located in Toronto, Ontario: BCE Place 


(Canada Trust Tower); One Financial Place; Scarborough Town Centre; and Yorkdale Shopping Centre. 


OMERS holds a number of its real estate investments through joint ventures. The market value of OMERS proportionate share in these 
assets was $1,186,736,000 at December 31, 1995 (1994 - $1,621,565,000). The net income earned from OMERS investment in joint ventures was 
$83,613,000 for the year ended December 31, 1995 (1994 - $63,433,000) and is included in net investment income from real estate. 


OMERS has guaranteed certain of the obligations of its joint ventures and is contingently liable for the obligations of its associates in certain 


joint venture developments. The assets of the joint ventures are available and are sufficient for the purpose of satisfying such obligations. 


NOTE 3 - DERIVATIVE FINANCIAL INSTRUMENTS 


The Fund is exposed to credit-related losses in the event of non-performance by counterparties to derivative instruments, but does not expect 


any counterparties to fail to meet their obligations. Where appropriate, master netting agreements are arranged or collateral is obtained. The 


Fund deals with only highly rated counterparties, normally major financial institutions. The credit risk exposure of derivative instruments is 


represented by the replacement cost of contracts with a positive fair value at the reporting date. The credit risk amounts represent the 


maximum amount that would be at risk if the counterparties failed completely to perform under the contracts and any available collateral 


proved to be of no value. 


(000’s) 1995 1994 
= Notional Replacement 7 Notional Replacement 
Value Cost Value Cost 
Equity swap contracts 
Receive-floating index rate $ 290,000 $ 19,749 - - 
Pay-floating interest rate $ (290,000) Seema 01005) - - 
Equity index futures contracts $ 472,594 $ 5,942 aa SEY ie $ 5,083 
Forward foreign exchange contracts $ 2,436,974 $ = (4,601) $ 231,549 $ 809 


All derivative investments mature within one year. 


NOTE 4 - LONG-TERM RECEIVABLES 


Under the terms of the OMERS Act and Regulation certain participating employers have entered into agreements with the Board for the provi- 


sion of supplementary benefits for past service. Each employer is responsible, individually, for the funding of such benefits based on separate 


actuarial valuations. Amounts due from employers in respect of these agreements are recorded as long-term receivables to be paid, with interest, 


over a period not to exceed fifteen years. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
Year ended December 31, 1995 


NOTE 5 - DUE TO ADMINISTERED PENSION FUNDS 

The managed pension plans which form part of the Fund, are administered on behalf of The Board of Trustees of The Colleges of Applied Arts 
and Technology (CAAT), the Ryerson Polytechnic University, and the Minister of Energy for the Province of Ontario (The Ontario Hydro Guaran- 
tee Fund), and are credited with amounts based upon their proportionate share of the investments of the Fund, at market value. The Ontario 
Municipal Employees Retirement Board is authorized under the terms of the various management agreements to recover its expenses for 
administering the aforementioned plans. 

Anew management agreement for the CAAT Pension Plan was approved by the Lieutenant Governor in Council by Order-in-Council on 
December 21, 1994. This established a new board to administer the CAAT Pension Plan, including the CAAT Pension Fund effective January 1, 
1995, 

Under the terms of the management agreement, administration of contributions of the CAAT Pension Plan was assumed by the new CAAT 
Board as of January 1, 1995. The portion of the commingled investments of the Fund attributable to the CAAT Pension Fund continued to be 
invested in the Fund during 1995. Withdrawals from the Fund occurred throughout the year to pay for CAAT pension and member termination 
benefits. 

The CAAT Board and OMERS signed a transfer agreement on November 17, 1995. This agreement established the procedures and conditions 
under which CAAT would receive its portion of the commingled investments of the Fund. 

Under the terms of the CAAT management agreement and the transfer agreement, OMERS transferred cash and investments to the 
CAAT Board, effective with the close of business on December 31, 1995, in the amount of $2,398,847,000. Investments and Due To 
Administered Pension Funds have been reduced accordingly. The total value of assets to which CAAT is entitled is $2,504,542,000. The balance 
of $105,695,000 is to be paid on final settlement, generally with interest at prime, and is included in Due To Administered Pension Funds. 
OMERS is authorized to recover from the asset transfer value its expenses for completing all aspects of the asset transfer. Completion of the 
transfer is subject to due diligence procedures by the CAAT Board which may result in adjustments to the above amounts. Any adjustment 
would not be material. 

Anew management and custodial agreement for the Ryerson Retirement Pension Plan was approved by the Lieutenant Governor in Council 
on November 22, 1995. The agreement was implemented effective April 1, 1995. This established new trustee, custodial and administration 
arrangements. Under the terms of the agreement OMERS discontinued its responsibilities as trustee and pension plan administrator, and 
continued as investment manager and custodian. A significant portion of the Fund of the Ryerson Retirement Pension Plan continues to be 


invested in the OMERS commingled investment fund. 


NOTE 6 - NET ASSETS 
The actuarial valuation was conducted as of December 31, 1994 and has been extrapolated to December 31, 1995. The projected unit credit 
method, prorated on services, and certain funding assumptions were used in the valuation and the extrapolation. 

Investments are valued at market value as at December 31, 1995 for financial statement purposes, as disclosed in note 2. The actuarial value 
of net assets has been determined using an actuarial formula based on market values over the last five year period. The objective of this process 
is to smooth out the effects of market volatility by averaging market values while reflecting long-term historical investment trends. 

The actuarial present value of accrued pension benefits includes benefits for active members, pensioners and deferred vested pensioners. 

The extrapolation of the actuarial valuation to December 31, 1995 has taken into account amendments made to the plan up to December 31, 


1995. The 1994 comparative amounts have been restated to reflect the actuarial valuation conducted as of December 31, 1994. 
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Year ended December 31, 1995 
NOTE 6 - NET ASSETS (continued) 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(000's) 1995 1994 
Market value of net assets at end of year $ 21,208,298 $ 18,385,913 
Market value adjustment for actuarial purposes (874,298) (261,014) 
Actuarial value of net assets at end of year 20,334,000 18,124,899 
Actuarial present value of accrued pension ; 

benefits at beginning of year 16,954,000 15,674,764 
Ad hoc increases to pension benefits 40,000 3,000 
Change in actuarial assumptions () 245,312 
Interest accrued on benefits 1,492,000 1,385,764 
Benefits accrued 1,068,000 1,060,998 
Benefits paid (643,000) (546,103) 
Experience gains (646,000) (870,175) 
Actuarial present value of accrued pension 

benefits at end of year 18,265,000 16,953,560 
Net liability of full earnings pension plan 203,000 150,196 
ss . 18,468,000 17,108,756 
Excess of actuarial value of net assets over actuarial 

present value of accrued pension benefits $ 1,866,000 baa ACG ES 
(000's) ; 1995 1994 
Members $ 428,381 $ 428,114 
Employers, current service 428,381 428,114 
Employers, long-term receivables and interest 

thereon (note 4) 5,366 9 292 
Transfers from other pension plans 5,899 6,397 
Other purchased service 6,492 7,345 
Unreduced early retirement benefits 1,086 139 

$ 875,605 $ 879,401 


ONTARIO MUNICIPAL EMPLOYEES RETIREMENT FUND 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


Year ended December 31, 1995 
NOTE 8 - NET INVESTMENT INCOME 


(000’s) 1995 1994 
Short-term deposits $ 56,036 $ 31,795 
Canadian bonds and debentures 337,819 322,645 
Non-Canadian bonds and debentures 28,091 8,841 
Private debt 11,295 23,420 
Mortgages 149,405 1703252 
Canadian equities 192,118 202,691 
Non-Canadian equities 76,721 73,230 
Real estate 187,595 152,470 
Resource properties (363) 239 
Canadian private equities 620 1,405 
Non-Canadian private equities nad 3,886 
1,040,659 990,874 
Realized capital gains 515,459 703,950 
1,556,118 1,694,824 
Less income credited to: 

Administered pension funds (182,003) (198,296) 
Provision for supplementary retirement benefits (11,498) (12,683) 
$ 1,362,617 $ 1,483,845 

NOTE 9 - BENEFITS 
(000’s) 1995 1994 
Members’ pensions $ 570,071 $ 490,704 
Members’ contributions plus interest refunded 66,766 50,715 
Transfers to other pension plans 6,500 4,700 
$ 643,332 $ 546,119 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


Year ended December 31, 1995 
NOTE 10 - ADMINISTRATIVE EXPENDITURES 


a) Operating Expenses 


(000’s) 1995 1994 
Personnel services ; 7 — $ 18:54 $ 18181 
Transportation and communication 1,085 1,052 
Actuarial services 437 465 
Audit services Sule 300 
Legal services 307 270 
Other professional services 168 AAA 
Occupancy costs and municipal taxes 4,360 lS 
Systems development purchased services 2,280 2,334 
Other purchased services 4,790 4,793 
Equipment and depreciation 1,987 2,196 
Materials and supplies 1,018 1,036 

; § 35,320 $ 35,224 
b) Compensation 
The following information is furnished in compliance with the Public Sector Salary Disclosure Act, 1996. 

1995 Taxable 

Employee Position Held Compensation* Benefits 
OMERS . nanan 
M. Beswick ~ Senior Vice President, Pensions $ 153,991 $ 499 
E. Funston Vice President, Pension Administration $ 120,954 Samet 
W. Gauthier Vice President, Pension Policy & Communications $ 100,663 eel) 
W. Gladstone Senior Vice President, Finance & Administration $ 161,698 $ 499 
G. Inamoto Portfolio Manager, Core Fund > 113,107 p aommmaeU)53 
D. Leckman Senior Portfolio Manager $ 132,180 » oad 
mikes Vice President, Bonds & Cash Management $ 159,443 $462 
D. Markovich Vice President, Fund Management $ 153,242 $ 496 
M. McKenzie Vice President, Mortgages $ 125,324 $ommAQS 
H. Rachfalowski Vice President, Portfolio Management $ 165,837 $ 496 
D. Richmond President & CEO $ 200,000 $ 8,162 
R. Sillcox Senior Vice President, Investments $ 269,885 Go OIG 
C. Vaillancourt Vice President, Information Services $ 119,643 $ 400 
J. Williams Senior Vice President, Human Resources $ 119,881 $ 400 
S. Wiseman Portfolio Manager, External Funds $ 108,434 (0 
OMERS Realty Corporation mec . 
R. Churcher Vice President, Properties $137,500 $ 9,429 
P. Colangelo Executive Vice President $ 356,250 $ 9,858 
J.M. Knowlton Senior Vice President, Finance & Treasurer $ 202,344 $ 9,620 
C.J. Magwood President and Chief Executive Officer §  OS8,.2137* $ 12,858 
J.R. Morrison Senior Vice President, Properties $ 202,344 $ 9,620 
J.C.C. Wansbrough Chair of the Board $ 108,005 


“compensation includes salary, bonuses, and other payments 
excludes 1995 payment of $110,000 long-term incentive bonus earned in 1991 and 1992 
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Year ended December 31, 1995 
NOTE 11 - SIGNIFICANT EVENT 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


The transfer of cash and investments to the CAAT Board is effective as at December 31, 1995 (note 5). The effect of this transfer on the Fund is: 


Pre-CAAT CAAT Post-CAAT 
(000’s) Transfer Entitlement Transfer 
Investments 
Cash and short-term deposits $ 1,536,493 $ 660,020 $ 876,473 
Canadian bonds and debentures 4,141,694 432,922 3,708,772 
Non-Canadian bonds and debentures 442.309 45,126 397,183 
Private debt 100,599 - 100,599 
Mortgages 1,654,058 - 1,654,058 
Canadian equities 8,653,246 866,397 7,186,849 
Non-Canadian equities 4,403,185 394,382 4,008,803 
Real estate 2,391,328 = 2,391,328 
Resource properties 41,790 - 41,790 
Canadian private equities 109,184 = 109,184 
Non-Canadian private equities 202,006 ~ 202,006 
23,675,892 2,398,847 21,277,045 
Amounts not distributed at December 31, 1995 105,695 (105,695) 
$ 23,675,892 $ 2,504,542 $ 21,171,350 
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BOARD MEMBERS 

Chair 

Joanne Fulkerson 

Senior Manager, Human Resources 
Thunder Bay Hydro, Thunder Bay 


Ist Vice Chair 

David Griffin 

Administrator 

Police Association of Ontario, Mississauga 


2nd Vice Chair 

Roger Richard 

Superintendent of Business 

The Lennox & Addington County 
Board of Education 


Napanee 


Past Chair 
Gary Mugford 
Firefighter 
City of Toronto 


Nancy Bardecki 
Director, Municipal Finance Branch 
Ministry of Municipal Affairs and Housing 


Fayne Bullen 
Alderman 
City of Orillia 


Anne Dubas 
Public Health Nurse, Dept. of Public Health 
City of Toronto 


Wasim Hassan 

Director Utility Practices 
Municipal Electric Association 
Toronto 


Susan O’Gorman 

Public Health Nurse, 

York Regional Public Health Dept. 
Newmarket 
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SENIOR OFFICERS AND MEMBERS OF THE 1996 BOARD 


Don Ross 
Retiree 


Sarnia 


James Sherlock 

School Trustee 

Halton Separate School Board 
Hamilton 


There are two vacant positions. 


Executive Committee 
Chair 
Joanne Fulkerson 


Ist Vice Chair 
David Griffin 


2nd Vice Chair 
Roger Richard 


Immediate Past Chair 
Gary Mugford 


Investment Committee 
Chair 
Fayne Bullen 


Vice Chair 
Gary Mugford 


Management Committee 


Chair 
Wasim Hassan 


Vice Chair 
Don Ross 


Pension Committee 


Chair 


Susan O’Gorman 


Vice Chair 
Don Ross 


SENIOR OFFICERS 
Dale E. Richmond 
President and CEO 


Michael Beswick 
Senior Vice President 
Pensions 


Wayne Gladstone 
Senior Vice President 
Finance & Administration 


Robert Sillcox 
Senior Vice President 
Investments 


Jane Williams 
Senior Vice President 


Human Resources 


ADVISORS TO THE BOARD 
Actuary 
Watson Wyatt Worldwide 


Auditors 
KPMG 


Legal Advisor 
Osler, Hoskin & Harcourt 


Medical Advisor 
Dr D. Lewis 
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Publications 
1996 SUMMARY 
ANNUAL REPORT 
ONTARIO F = Se SER PART ISS aa ae 
4 a 9 6 CAGTTIOTIDANY UND The total Fund return for the year was 19.3%, placing the four- 
W AUD OXIBS Growth year average annual rate of return at 14.4% — a rate higher than 
CRL0 RETIREMENT the target return. With a low annual rate of inflation, this repre- 
Fhe 20 BOARD sents a more than adequate return on investments. 
Fund earnings are essential to the plan’s success in a number 
of areas, including: the maintenance of stable contribution 
rates; full pension indexing; and the long-term financial health 
of the plan. 
By the end of 1996 the OMERS Fund had grown to $25.6 billion, 
THE PLAN The actuarial valuation of the plan at December 31, Actuarial Valuation Results 
SURPLUS 1995 indicates a surplus of $1.449 billion, giving the (sibilliona)lasleiDecember ai 


plan a funded ratio of 108%. The plan surplus is pro- 
Bascots Mi tiobilities Bh Surplus 


next few years, and to exceed the maximum allowed 


| 
| 
| 
jected to continue to grow at a very fast rate for the | 
| 
under the Income Tax Act. | 

| 


The Board discussed at length the growth in the sur- 


plus, and early in 1997 sent proposals for its manage- 


ment to the Ontario Government for approval. 


MANAGING Retirement Benefit Calculations Since 1992, OMERS has been engaged in a number of 


Wet (in business days) “best practices” initiatives: monitoring and continually 


| 

| 

en Meclanietisiensicemenred| improving plan performance. OMERS was a leader in the 

| establishment of Quantitative Service Measurement 

| (QSM), a forum for six major Canadian public sector pen- 
sion plans. The group compares costs, service levels, and 
operations, and identifies cost reductions and service 
improvements. OMERS also compares its investment oper- 
ations with a large group of Canadian and American pen- 


sion funds. Operating efficiency adds value to the Fund. 


RESPONSIVE 


Ontario’s local government environment continues to change. 


MaANAGEmenT _ Miresponse, the Board reintroduced flexible, employer- 
purchased early retirement benefits to help members 
and employers deal with restructuring. 

The Board has proposed to the Ontario Gov- 
ernment, or is negotiating with other plans in 
Ontario, additional measures to help groups of z 
members displaced through “disentanglement” and “divestment.” 4 
COMERS is preparing to cope with a wave of employer amalgamations expected in 1997. 


OnTARIO Municipal EMPLOYEES 


RETIREMENT SYSTEM 


The Ontario Municipal Employees Retirement System (OMERS) was estab- 
lished in 1962 by the Ontario Government as a multi-employer pension plan 
for employees of local governments in Ontario. A total of 1,131 municipalities, 
boards, school boards and commissions participate in the plan. 

Managed by a 13 member Board appointed by the Ontario Gov- 
ernment, OMERS is operated by and for municipal employees and employers. Five 
members of the Board are employees of local governments, one is a pensioner, four 
are officers of the participating employers, two are elected or appointed officials of 
municipalities or local boards, and one member is a Provincial official. 

OMERS is a defined benefit pension plan financed by equal 
contributions from participating employers and employees, and by the investment 
earnings of the OMERS Fund. 

In keeping with our mandate, the OMERS vision is as follows. 

* OMERS will be an autonomous, self-funded pension plan 

managed by and for its active members, pensioners and 
employers. 

* OMERS will provide a choice of pension options for employ- 

ces engaged in the delivery of local government services. 

* OMERS will keep its pension promise through prudent 


investments and cost-effective management. 


Working together for your retirement 


PERFORMANCE 


The OMERS Fund achieved a total return of 19.3% in 1996, fuelled by continued growth 
in equity markets in most of the world. Our four-year average annual rate of return of 
14.4% exceeds the targeted performance required to adequately fund the plan. 

For OMERS, performance is about more than an excellent investment 
return for the year. Performance means achieving complex and integrated goals in all areas 
of plan management: managing the plan in a cost-effective manner; meeting the diverse 
pension needs of our members; helping members and employers respond to the changing 
local government environment; and continuously improving the service we provide to our 
community of plan participants. 

We also measure our performance against our goals. We look at how our 
performance compares to that of other major plans, how well we adapt to changing environ- 
ments, our ability to effectively plan for the future, and a host of other factors. In virtually 
every category, our performance over the past fiscal year has shown consistent improvement. 

A prudent approach to plan financing has allowed OMERS to keep con- 
tribution rates stable, improve plan benefits, and maintain a cushion against unexpected 
events. Excellent investment returns over the past few years, coupled with wage stability in 
the local government sector, have produced an even greater plan surplus than had been 
forecast. In 1996, the OMERS Board discussed at length the implications of the growth in 
the surplus and consulted member and employer representatives about its management. 

Managing our pension and investment operations cost-effectively 
enhances our financial performance. OMERS continually reviews the “best practices” of 
similar Canadian pension plans to help monitor costs and improve processes and service 
standards. Our investment operations’ costs are compared with those of a large group of 
Canadian and American defined-benefit pension funds. Our costs are lower than the 
industry average, adding, in comparison to the benchmark, value to the OMERS Fund. 

While the Fund’s investment performance is tailored to provide long-term, 
stable growth to meet our pension liability, Ontario's local government environment 
continues to change, putting new demands on the OMERS plan. Responsiveness and 
flexibility are important to meeting the needs of plan members and employers in this 
period of upheaval in the structure of local government. 

The Board reintroduced flexible, employer-purchased early retirement 
benefits in 1996. We are negotiating with Ontario’s other public sector pension plans 
to arrange for the transfer of pension credits between plans when employees are transferred 
in a “divestment” or “disentanglement.” In addition, we have proposed changes to allow 
pension portability between public and private sector plans. 
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Our service priority is the monthly payment of pensions and the calcula- 
tion and payment of new pensions. We take pride in the fact that the monthly pension pay- 
roll has always been processed and paid on time. Our response time in carrying out these 
and other member transactions and services compares favourably with the industry average, 
but we continue to seek ways to improve service delivery. 

OMERS is Canada’s third largest public service pension plan, and has a 
role to play in advocating the interests of plan participants in matters of public policy. We 
participate in the discussion of such diverse public issues as the restructuring of the Canada 
Pension Plan, appropriate guidelines for the protection of shareholders’ interests, and the 
regulation of the pension industry. In 1996, we invited plan participants to share their 
views on CPP reform with the commission reviewing the issue, and thousands joined the 
Board in expressing their ideas. 

Performance excellence includes the successful management of many 
issues, many interests, and all aspects of the OMERS pension plan. Performance is a con- 
stant balancing of competing needs and resources. It requires the clear vision, sound leader- 


ship, and responsible decision-making the Board has demonstrated over the past 35 years. 


Davip A. GRI DALE E. RICHMOND 


Chair President and CEO 
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1996 PERFORMANCE 


THE FUND 

The OMERS Fund's investment performance is tailored to provide long-term, 
stable growth to meet the pension liability. Fund managers strive to provide a 
good, steady rate of return on investments while minimizing risk. This balanced 


approach continued to provide excellent returns in 1996. 


Returns by Asset Class and their Benchmarks 


$ millions % of lyear 4year 10 year 
invested Fund % % % 
OMERS Fund 25,616.0 100% ae} 14.4 10.5 
Consumer Price Index 2.2 ile) 3.0 
Consumer Price Index + 4.25% (target return) 6.4 Bi, lhe 
Fixed Income 87553..6 33.4% dites 10.4 HORE 
DS Barra/Scotia McLeod Universe Bond Index 12.2 GZ He 
Canadian Equities LOROMS25 SE) G6 SiZec WE)ets) 4 10 
TSE 300 28.4 (heal 10.1 
International Equities 4759258) 17.9% 13.4 16.8 ilies) 
Salomon Global BMI (ex-Canada) 16.0 1728 = 
Real Estate (office and retail) 2,450.1 9.6% 11.7 a8) = 
Russell Canadian Office & Retail Property Index 6.8 2.0 - 


The total Fund return for the year was 19.3%, placing the See ena chops 


5 5 f t 
four-year average annual rate of return at 14.4%. With the continued low onaves cman 


$ billions, as at December 31 


annual rate of inflation, this represents a healthy return on investments. Fund 
2.0 


earnings are essential to the plan’s success in such areas as: HI OMERS Net Contributions 
* maintenance of stable contribution rates; Miinvertmencrundiincans 

- a 1.5 

* the provision of full pension indexing; and 


¢ the long-term financial health of the plan. 
OMERS has a long, proud history of fully funding its pension 1.0 


liability and maintaining a surplus. Over the years, investment performance has : " 
provided an ever-increasing proportion of the plan’s funding. oe i 

The Fund has grown from $12.5 billion at the end of 1990 to iii 
$25.6 billion at year-end 1996. Consistent investment growth has been > ie i ii 


° t} <) . 4 A c . 08 6 88 2 94 96 
achieved through discipline and diversification in fund management. 74 76 78 80 82 84 86 88 90 9 
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Total Investments 
as at December 31 
($ billions) 


= all 


6466 68 7072 74 7678 80 8284 86 88 90 92 94 96 


Consolidated Investment Assets 


Market Value as at December 31 (000s) 


Fixed Income Investments 


Cash and Short Term 


Ontario Debentures 


Marketable Bonds: 


Private Placements — Debt 


Mortgages: 


Total Fixed Income Investments 


Equity Investments 


Stocks 


Canadian: 


International: 


Total Stocks 


Canadian 


International 


Residential - Insured 


Non-residential 


Real Estate 


Held for Resale 


Indexed 


Active 


Indexed 


Active 


Private Placements — Equity 


Total Equity Investments 


Real Estate 


Total Investments 


VAlshst ct el Once apart OM? 


1996 


$ 1,760,895 


828,480 


3,788,450 


446,098 


92,222 


397,263 


1,170,875 


69,341 


$ 8,553,624 


CS peau s7/7 


8,480,959 


1,259,713 


3,098,035 


14,190,284 


421,942 


$ 14,612,226 


$ 2,450,121 


$ 25,615,971 


11995 


$ 876,473 
818,058 
2,890,714 
397,183 
100,599 
534,735 


170337010 


85,567 


$ 6,737,085 


$ 1,264,062 
6,522,787 
1,694,031 
2,314,772 
11,795,652 


352,980 


$ 12,148,632 


S 2,30 oe! 


$ 21,277,045 


Asset allocation — the investment mix — brings together the Fund’s investment 


strategy with the long-term pension liability. The asset allocation process sets 


objectives not only for the entire Fund, but also for the many investment portfo- 


lios within the Fund. 


For OMERS, the orchestration of the many parts, the mainte- 


nance of the balance in asset allocation, and the achievement of clearly defined 


goals in each portfolio is the performance that counts. 


The asset allocation for 1996 provided a target range around the 


medians shown in the graph, next page. The Fund maintained its balance, using 


ONTARIO MUNICIPAL 
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derivatives and net sales to rebalance the tremendous growth in equities. Interna- 
tional investments include equities, fixed income, and derivatives. 

Every four years OMERS undertakes a comprehensive review of 
the asset allocation policy. Asset and liability projections, and changes in both 
pension and investment environments, are examined during the review. The most 
recent review, begun in 1996, was completed early in 1997, when recommendations 
were adopted by the OMERS Board. 

One of the issues examined in the review was a reduced 
availability of Canadian government bonds, brought about by a lower deficit and 
reduced government borrowing, which has made it harder to invest in fixed 
income securities in this country. As a result of this and other changes in the 
Canadian investment environment, the Fund will shift some of its domestic fixed 
income allocation to foreign bonds and to domestic and foreign equities. The 
total allocation to international investments, including fixed income, equities, and 


derivatives, will increase slightly, within the constraints imposed by the Jncome 


Tax Act. 


ID ORT Di TE 2S 

The derivatives programme allows the large and complex OMERS Fund to 
move swiftly, precisely, and judiciously when occasion demands. Derivatives are 
used to adjust or rebalance the Fund’s asset mix and international allocation 
quickly without upsetting other portfolios. They play an important part in 
achieving our performance goals. 

A new portfolio added in 1996 effectively reallocates lower yield- 
ing short-term money market investments to higher yielding bond and equity 
markets, mirroring the Fund’s asset mix proportions and markets. This “overlay” 
programme will play an important role in adjusting the Fund’s asset mix character- 
istics and international allocation. 

Strong returns in 1996 increased the programme's value from 


approximately $792 million in 1995 to more than $1.1 billion at the end of 1996. 


OUN SE ASR aO)  MaUnN NOG SPAN IBM PMO Rversk SRE Te 1 Ries een TB iOcANRD! 


Target Asset Allocation 


(midpoint in target range) 


@ Equity 
@ Real Estate 


Debt 


55.0% 


12.5% 


32.5% 


Actual Asset Allocation 


as at December 31, 1996 


@ Equity 


™@ Real Estate 


Debt 


57.0% 


9.6% 


33.4% 


1996 Fixed Income Returns 
vs Benchmarks 
(1 year) 


Benchmarks 


© OMERS Returns 


DS Barra L.T. Govt Bonds 


OMERS Core/Index Bonds 


DS Barra Long Index 


OMERS Active Marketable Bonds 


Nesbitt Burns 5 Year Bond/DS Barra 
OMERS 5 Year Govt. of Canada Index 


OMERS Mortgages 


DS Barra OMERS 5 Year Govt. 
of Canada Index 

SES 
OMERS Private Placement-Debt 


DS Barra Bond Market Index 


OMERS Total Fixed Income 


0% 5% 10% 15% 20% 


ge ed Hipew wae 

There was a global decline in interest rates in 1996, but nowhere was the decline 
as dramatic as it was in Canada, where good fiscal management combined with 
good economic growth forced interest rates to fall rapidly. Fixed income instru- 
ments continued to produce excellent returns, although their performance was 
overshadowed by the even more remarkable performance of equities. 

The Fund’s fixed income assets are managed in several distinct 
portfolios. The use of complementary quantitative and active management 
styles helps the Fund achieve a better and more stable performance. 

The quantitatively managed Canadian core bond portfolio 
holds federal and provincial bonds. The Canadian active bond portfolio adds 
municipal and corporate bonds and an interest rate anticipation strategy. Each 
portfolio returned 14.3% in 1996, closely matching its benchmarks. A mid-term 
bond portfolio of about $1 billion, designed to redeploy excess cash and help 
manage investment duration, was introduced in June. 

The foreign bond fund, valued at $446 million at year end, 
returned 5.3% in 1996, outperforming its benchmark’s return of 4.7%. 

The money market fund consists of three portfolios: active, 
cash management and short term assets backing the derivatives fund. The active 
portfolio, which outperformed the Scotia McLeod 91-day Treasury Bill Index, 
was restructured to include only T-bills for enhanced liquidity. The cash man- 
agement portfolio is invested in credit instruments with a very short duration to 
meet daily cash flow requirements. The money market portfolio backing the 
derivatives programme, which must meet the return requirements implicit in 
the pricing of the various derivative instruments, grew from approximately $752 
million at the beginning of the year to more than $1.1 billion. 

The mortgage portfolio declined in size as OMERS maintained 
the high quality of the portfolio in an increasingly competitive market. The mort- 
gage department reviewed upwards of $2.5 billion worth of loan proposals, but 
ultimately booked only $139 million in new business, all in higher yielding con- 
ventional loans. Interest rates decreased substantially in 1996, although the yield 
on new loans is still higher than that of a Government of Canada bond of a similar 
term. Mortgages saw a return of 11.7% in 1996, slightly underperforming the 
benchmark. Continued good performance in the mortgage portfolio will depend 


on the availability of good quality loans. 
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The private debt markets were also very competitive in 1996, 
Maturities and redemptions reduced the size of the portfolio over the year, 
although three new loans were made. The quality of the portfolio substantially 
improved in 1996, while the narrowing of spreads in the corporate market created 
gains in the portfolio’s market value. The 1996 return of 17.9% was well above the 
11.9% benchmark return, and the four-year annual average return of 19.2% is 


almost double that of the benchmark. 


Eq uw utt es 


Following 1995 — a record-setting year — a major correction in the financial 1996 Canadian Equity Returns 
markets was anticipated for 1996. But with few exceptions, global markets vs Benchmarks 

defied conventional wisdom and continued to provide excellent returns. North (1 year) 

American equity markets proved particularly resilient despite fears that the Benchmarks 


unexpectedly strong economic indicators would push interest rates up. oat soa 


European markets did well as most economies recovered from recession. TSE 300 

: PR 
Although Japan continued to fare poorly, both Hong Kong and Australia saw OMERS Core Fund 
double-digit returns. Nesbitt Burns Small Cap weighted 


With the boom in Canadian equity markets, the market value [TTR TICE 


of the actively managed Canadian equity portfolios increased $2.0 billion Se 


despite net selling of $772 million. GREREREORLO 


The core fund had an excellent year in 1996, growing by 


TSE 300 


$1.2 billion despite net selling of $760 million worth of securities, and returning 


36.2% compared to a total return of 28.4% for the TSE 300. The portfolio’s 


OMERS Externally Maneea 
Canadian Stocks 


TSE 300 


four-year average annual return of 21.1% also outpaced the TSE’s 18.1%. 


OMERS Total Canadian Stocks 


The small capitalization fund’s performance of 28.2% slightly os ee Saw Bre. See 
lagged that of its benchmark because OMERS holds less in speculative resource- 
sector stocks than the benchmark, and resource stocks did very well in the first 
half of 1996. 
The Canadian indexed equities fund achieved its objective of 
closely matching the TSE 300 total return. Low risk strategies such as dividend 
reinvestment plans, call option overwriting, and anticipation of changes to the 
TSE index “portfolio” are used to enhance the fund’s performance. Valued at 
$1.4 billion and representing 5.3% of the total Fund at year end, the fund met 
its objective and returned 28.9% in 1996, compared to 28.4% for its 


benchmark. 
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1996 Private Placement 


Equity Returns vs Benchmark 


(1 year) 


Benchmarks 


@ OMERS Returns 


TSE 300 


OMERS Private Placement Equity 


0% 7% 14% 21% 


28% 


1996 Foreign Equity Returns 


vs Benchmark 
(1 year) 


Benchmarks 


@ OMERS Returns 


Salomon Global BMI (ex-Canada) 


OMERS International Stocks 


0% 4% B% 12% 


16% 


OMERS employs external portfolio managers to provide the 
Fund’s equity investments with diversification by management style, as well as 
with management expertise specific to particular markets. The Canadian external 
funds programme had $2.3 billion placed with 10 external management compa- 
nies at the end of 1996. With a return of 26%, the portfolio slightly underper- 
formed the TSE 300’s 28.4% return for the year, in part because the externally 
managed funds concentrate on a growth style, which was outperformed by the 
value style of management in 1996. 

The private equity portfolio benefited from gains in several 
investments, and found several attractive new opportunities in 1996. At year-end 
the portfolio totalled $422 million, an increase of $69 million over a year earlier, 
while income earned and net realized capital gains totalled $63.0 million. With a 
healthy initial public offering market and steady interest rates, the portfolio will 


continue to provide consistent results. 


International 

The U.S. equity portfolio, encompassing mid-cap growth, small-cap growth, and 
small-cap value segments, was very successful; at year end it was 102 basis points 
ahead of the S& P 500 return and 137 points ahead of the mid-cap growth index. 

OMERS also manages two U.S. indexed equity funds: a portfo- 
lio of larger capitalization stocks matched with the S&P 500 index, and an S&P 
400 mid-cap value fund. The indexed funds, which slightly outperformed their 
benchmarks for the year, complement the externally, actively managed U.S. 
equity programme. 

The non-North American composite outperformed its 
benchmark by 440 basis points in 1996, and by 140 points in its four-year annual 
average performance. The programme's assets were $2.6 billion at year end. 

To maintain the Fund’s foreign investment programme below 
the Income Tax Act limits, some $133 million was returned to Canadian dollars 
from a Japan-only index fund and a Europe-only portfolio. 

Performance in the international programme continues to 
be more than satisfactory. Although individual programmes met or exceeded 
their benchmarks, the aggregate international investments did not. This is 
because the Fund’s target asset allocation, which includes long-term investment 


in emerging markets, is not reflected in the Salomon Global index. 
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OMERS Realty Corporation 


OMERS Realty Corporation (ORC) is a wholly-owned subsidiary of OMERS, eee Desliratato Retuias 
created to develop and manage a high-quality portfolio of real estate properties. ya enc bbrark 

The company owns or holds an interest in a total of 38 properties comprising ves) 

19.8 million square feet of gross leasable area. The buildings are well leased, Benchmark 


95.6% on average, with regional shopping centers exceeding 97.4% leased. ee are ee 


The market value of the properties at year end was Russell Cdn Office & Ret. Prop. Index 
approximately $2.5 billion, or about 9.6% of the total OMERS Fund. ORC’s OMERS Real Estate (office and retail) 


properties performed well with an 11.7% total return for the year compared to a kee aie ges Pre Base 


6.8% return for the industry benchmark, the Russell Canadian Office & Retail 
Property Index. 

In 1996 the Board undertook the comprehensive review of 
ORC's mandate and its relationship to OMERS that had been planned from 
the subsidiary’s inception. The review studied ORC’s history and performance, 
and found that the company had achieved its purpose. 

The report presented to the Board in January 1997 discussed 
evolving real estate best practices, offered an analysis of trends in public-sector 
pension fund real estate investing in North America, compared alternative organi- 
zational models and their advantages and disadvantages, and recommended 
changes to position OMERS for maximum flexibility in a changing environment. 

The OMERS Board chose to adopt a multi-manager approach, 
using external managers to supplement ORC’s role in the management of the 
Fund's direct real estate investments. This approach will place the accountability 
for all real estate decisions with the OMERS Board and support more effective 
management of the overall Fund. It will integrate the management of all direct 
and indirect real estate assets, such as mortgages, within the total OMERS port- 
folio. The change will also provide OMERS with greater flexibility for further 
diversification of the portfolio and enhanced management of risks and returns. 

Although the period from 1990 through 1995 showed the 
worst real estate investment performance in recent history, OMERS remains 
committed to real estate as an asset class. Returns over the long term have been 
slightly higher than bond returns and slightly lower than equity returns, with 
lower volatility than either bonds or equities. Real estate provides diversification 


in the OMERS Fund, and is an effective hedge against inflation. 
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MANAGING WELL 


Service Level Benchmarking OMERS manages its administration and investment programmes to maintain high 
Benefit Calculations quality service and prudent investment of the Fund, while building to meet the 
(business days) future needs of the plan. OMERS achieves these objectives through responsible 


MM Median of plans compared : : C . : 
planning and with careful, practical cost restraint. 


GH OMERS performance 


50 Since 1992, OMERS has been monitoring and continually 
improving plan performance. OMERS was a leader in the establishment of Quan- 
a titative Service Measurement (QSM), a forum for six major Canadian public sector 
FT i a pension plans. The group meets regularly to benchmark costs and service levels, to 
S Retirement Termination Service . a : 2 yay ; 
Purchase examine and compare operations, and to identify opportunities for cost reductions 


and service improvements. 

Although the number of member retirements is moderating, 
changes in Ontario’s local government environment continue to place new burdens 
on OMERS. Member transactions are becoming more complex, employers rely 
more heavily on administrative services, and the number of pensioners is growing, 
generating additional operating costs and strains for the pension programme. 

The redevelopment of the OMERS pension administration 
system, staff development in preparation for more complex future systems, and an 
enhanced communications programme have raised the pension programme cost 
per plan participant from $74 in 1995 to $78 in 1996. In comparison with other 
major Canadian defined-benefit pension plans, this cost is at an average level. 

The OMERS Fund’s growth and its disciplined and diversified 
investment programme, have also added complexity to plan management. Addi- 
tional investment operating expenses have been consistent with Fund growth, 
while research and information, and systems acquisition and development costs 
have provided for better informed decision-making. 

OMERS compares its investment operations costs with a large 
group of Canadian and American pension funds. Although the 1996 investment 
programme cost increased slightly, OMERS remains a low-cost investment 
manager. Operating effectiveness and efficiency measures, in comparison with the 
benchmark, add value to the Fund. New and more efficient systems, purchasing 
through competitive bidding, and a new contract with the Fund's master custodian 


all helped OMERS to realize substantial savings in investment operating expenses 


in 1996. 
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Plan Funding 


Keeping contribution rates stable and reasonable for members and employers, Actuarial Assets 
and maintaining a surplus position for the plan are key objectives in the man- vs Minimum Liabilities 
agement of the OMERS plan’s funding. ($ billions) 
OMERS has a long history of sound funding management. mh assets 
The surplus allows the Board to top up indexed pension increases to 100% of the Pree 
Consumer Price Index increase each year. Over the years, prudent funding has iso 4 
allowed OMERS to offer such plan improvements as unreduced early retirement q 
pensions (when age and service criteria are met), a 60% surviving spouse's benefit, 10 | 
disability benefits, and, most recently, special Social Contract provisions. 
The surplus also permits the establishment of a Funding : 
Stabilization Reserve (FSR), equal to 5% of the plan liabilities. This tool, 
important to the maintenance of contribution rate stability, serves as a buffer a 
: a 22 93 94 95 


against unexpected swings in the actuarial value of plan assets caused by 2 
variations in investment returns, or against plan experience that differs from 
actuarial assumptions. 
For the valuation as at December 31, 1995, changes 
were made to the actuarial assumptions to better reflect projected long-term 


economic conditions that affect the plan. 


Changed Assumptions 


From To 
Rate of return: 8.5% 7.5% 
Wage growth: 7.0% 5.5% 
YMPE Growth: 6.0% 5.0% 
Inflation: 5.0% 4.0% 


The actuarial valuation of the plan at December 31, 1995, con- 
ducted by Watson Wyatt Worldwide, indicates a surplus of $1.449 billion, giving 
the plan a funded ratio of 108%. With continued good investment returns and 
restrained wage growth, the plan surplus is projected to continue to grow at a very 
fast rate for the next few years, and to exceed the maximum allowed under the 
Income Tax Act. The OMERS Board discussed the management of surplus growth 
at length, and early in 1997 sent proposals for its management to the Ontario 


Government for approval. 
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RESPONSIVE MANAGEMENT 
Responsiveness and flexibility help OMERS meet the diverse pension needs of 
plan participants. The Board continues to adapt to change and to help members 
and employers deal with new circumstances. For example, proposals for the man- 
agement of the growing surplus, sent to the Ontario Government early in 1997, 
include a variety of measures designed to assist plan participants in different ways. 
OMERS is proud of its history of high quality, customer- 
focused service. The staff has worked hard to maintain service standards in spite 
of a huge increase in the volume of work generated first by the Social Contract, 


and now by changes in the structure of local government in Ontario. 


OO a ee SO 

Outsourcing, divestment, off-loading of services, cost containment, reorganiza- 
tion, consolidation, megacity — the new vocabulary describes the changes affect- 
ing local government in Ontario. Most of these changes affect OMERS, 
financially and administratively. The rising number of early retirements and the 
small but appreciable decline in the number of active OMERS members indicate 
the current trend. The Board reintroduced flexible, employer-purchased early 
retirement benefits to help members and employers deal with redundancies. 

The OMERS Board is monitoring the changing local govern- 
ment environment and continues to look for ways to help Ontario's local 
governments respond to new circumstances. It has recommended to the Ontario 
Government that, in order to accommodate staff being transferred to private 
sector service providers, transfers from the OMERS plan to private sector pension 
plans be allowed. The Board has also proposed changes to the definition of 
“eligible OMERS employer” to permit the participation of companies providing 
local government services and to allow plan members transferred as part of a 
divestment or outsourcing to be “grandfathered” in OMERS. 

OMERS is also working closely with the other major public 
sector pension plans in Ontario to create agreements that will allow each others’ 
members to transfer their benefits between the plans as groups of employees are 
moved following the “disentanglement” of local and provincial services. Staff are 
also preparing to cope with an unprecedented number of employer group amal- 
gamations as school boards, municipalities, and other local governments are 


merged into larger units in the coming year. 
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SOC al COPEEALE 

Ontario's Social Contract ended on March 31, 1996. The Board’s Social Contract 
initiatives, which included flexible, cost-effective plan modifications and 
subsidized early retirement incentives, contributed an estimated $425 million to 
the efforts of plan members and employers to meet their Social Contract targets. 
Of that, an estimated $50 million was used to pay pension contributions for 
members’ unpaid leave days or pay reductions, and $375 million was used to sub- 


sidize the early retirements of 8,241 members. 


IPARSTOD NP CRPOARG 

An increase of 1.5%, which equalled 100% of the September to September 
Consumer Price Index (CPI) increase, was applied to pensions on January 1, 
1997. The OMERS plan is indexed to 70% of the increase in the CPI, and an 
ad hoc increase may top up the indexed increase to 100% of the annual change 
in the CPI. A prorated increase is applied to pensions that have been paid for 
less than 13 months. 

OMERS paid ad hoc pension increases from the surplus in 16 
of the 20 years prior to the introduction of guaranteed indexing in 1992, and 
has topped up the increase to 100% of the change in the CPI in every year since 
then. Prudent management has maintained the surplus that helps OMERS pen- 


sioners cope with inflation. 


Lemp o tie Ss en et ce 
Completion of the rebuilding of the OMERS pension administration computer 
system, the Membership Services System redevelopment project, is expected late in 
1998. The new system will, with improved efficiency, meet members’ and employ- 
ers’ needs for more flexible service. A competitive purchase process at each phase of 
the project, due diligence, and the use of expert advisors with an explicit role in 
risk management have ensured steady progress at reasonable cost. 

OMERS also began making changes to its pension communi- 
cations programme in 1996. The projects undertaken during the year included: 
the expanded use of “plain language” in documents, forms, and publications; 
extension of the OMERS 1-800 number to all of Canada and the U.S.A.; 
analysis of the effectiveness of the OMERS Client Services call centre; and the 


research and development for a Web site. 
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Pensioners by Type of Pension 
(000) as at December 31, 1996 


«= Normal Early 


= Spouses and Children © Disability 
ot 


= 


ails 


Pension Increases 


(%) 


ci 
l ll 
BB 89 90 91 92 93 94 95 96 97 


*Date of annual increase changed from July 1. 


January 1, 1991 increase included 1990. 


Mamage dar hans 
The pension plans for the Colleges of Applied Arts and Technology (CAAT) 
and for Ryerson Polytechnic University were administered by OMERS for 
many years. The bulk of the assets and the administration of the CAAT plan 
were transferred to a new CAAT Pension Plan Board in 1995, and the remain- 
ing assets were transferred early in 1996. 

OMERS also transferred the administration of the Ryerson 
Pension Plan to Ryerson Polytechnic University in 1995, but continues to 
manage their assets, valued at about $339 million at December 31, 1996, com- 


mingled in the OMERS Fund. 


RESPONSIBLE MANAGEMENT 
As one of Canada’s largest pension plans, OMERS participates in the discussion 
of public issues and policies, advocating the interests of plan participants, and 


acting as a responsible corporate member of the broader community. 


Corporate Governance 
OMERS, like other institutional investors, believes that effective management 
of public and private investment relationships will enhance returns. To promote 
good corporate governance and to gain better value for shareholders, OMERS 
uses the diligent voting of its extensive share holdings in accordance with a 
formal, published set of proxy voting guidelines. 

In an address to the Senate Committee on Banking, Trade and 
Commerce, which is studying several corporate governance issues as the basis 
for reform of the Canada Business Corporations Act, OMERS called for a legis- 
lated separation of the functions of corporate board chairs and chief executive 
officers. OMERS believes that the separation of functions allows the board to 
hold management accountable and to better direct the company in the 


shareholders’ interests. 


Cavern me mOWUEARIS 

OMERS is managed by a board composed of 12 representatives of the plan par- 
ticipants, and one representative of the Ontario Government. This is a lay 
board, knowledgeable and advised by experts, with a sensitivity to the plan’s 


members, employers, and pensioners. 
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Attuned both to the interests of the plan’s participants — which 
are, in fact, their own interests — and to the public service ethic, the Board has 
always had a strong commitment to the success of the plan. 

The Board and senior management are separate, with clearly 
defined roles and responsibilities — an arrangement OMERS actively promotes 


in corporate governance as well. 


Canada Pension Plan 

Changes to the Canada Pension Plan (CPP) are necessary to keep future contribu- 
tion rates at reasonable levels. During the year a federal and provincial government 
commission held hearings across the country into proposed changes to the CPP. 

The OMERS Board analyzed the proposed changes and pro- 
duced a paper outlining issues, concerns, and suggestions for the CPP Commis- 
sion. The paper was distributed to OMERS members and pensioners with a 
summary of the proposed changes and a survey form plan participants could use 
to express their views to Ottawa. Thousands of the forms were sent, and 
certainly had an impact on the deliberations. 

Changes agreed upon by the federal and provincial 
governments include the introduction, over the next few years, of sharply 
increased contribution rates, and some modifications to disability, retirement, 
and death benefits, and the capping of dual (personal plus survivor) benefits. 
Because new retirement pensions will be calculated using an average of the pre- 
vious five years’ maximum pensionable earnings (YMPE) instead of the current 
three years’ average, OMERS will re-examine the offset calculation embedded in 
the OMERS pension formula. 

The investment of an increased CPP Investment Fund, another 
of the changes to the management of the CPP, may have a significant impact on 


Canada’s capital markets. OMERS will monitor these developments closely. 


Roehine Mines 

The OMERS plan is, as it has always been, fully funded by the contributions of 
its plan members and employers and the investment earnings of the OMERS 
Fund. Measured against industry benchmarks, the plan delivers efficient, quality 
service cost-effectively. These achievements, consistent over a period of 35 years, 


indicate that the OMERS Board and management perform effectively. 


EGY 
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OMERS will continue to strive for performance excellence in 
achieving plan management goals — whether meeting the “pension promise” 
through prudent investment, managing operations in a cost-effective manner, 
meeting the diverse benefit needs of members, helping members and employers 
respond to the changing local government environment, or meeting high stan- 
dards of service to plan participants. 

Managing change is proving to be one of the central themes of 
the 1990s. OMERS will continue to adapt to changing circumstances in 
Onrario’s local governments through the governance of OMERS, through 
policy initiatives, and through its commitment to service. 

Prudent investment management requires a disciplined invest- 
ment strategy that is responsive to changing markets. Although it is most 
unlikely that markets will match their remarkable 1996 performance in 1997, 
there will be new opportunities. OMERS will continue to apply a disciplined 
approach to investing the Fund in order to make the best of every opportunity. 

In a constantly changing landscape, the real test of 


performance is the plan's ability to meet its pension promise. 
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Five Year REVIEW OF PLAN Data 


1996 1995 1994 1993 1992 
Employers 
Municipalities 534 534 529 538 538 
School boards 133 134 134 134 [35 
Other local boards 464 462 457 448 448 
1,131 1,130 120 1,120 tat 
Active Members 
by employer 
Municipalities 92,342 94,068 94,964 95,462 94,334 
School boards 52,495 22,926 52,037 53,076 53,079 
Other local boards 40,775 41,283 415397 41,638 42,289 
Inactive groups 238 7 or) ZA 89 
185,850 188,284 189,033 12097 1895791 
by sex 
Female 91557 92,146 91,618 91,001 89,612 
Male 94,293 96,138 97,415 2D 196 100,179 
185,850 188,284 189,033 190,197 1895791 
by normal retirement age 
Age 65 162,614 165,085 165,989 167,082 166,571 
Age 60 23,236 23,109 23,044 De t> 23,720 
185,850 188,284 189,033 MO107 139,791 
Terminated Members 
who have elected a deferred pension 8,754 8.092 8,163 7,947 7,769 
Number of Pensioners by type of pension 
Normal retirement 23,368 RIN 22,914 22,335 21,967 
Early retirement 27,304 23,843 20,072 16,165 14,511 
Disability pension 2,836 2,846 2,814 2,743 2,654 
Spouses and children 13,850 15,261 12,628 11,987 11,278 
67,358 63,162 58,428 53,433 50,410 
Total Membership comprising active and 
inactive members, and pensioners 261,962 259,578 255,624 Paley a) 247,970 
Number of members enrolled per year 73293 95225 8,440 Sol O39 
Number of new retirements per year 6,271 5,459 5,804 3,688 3,570 
Number of other terminations per year 3,448 4,515 3,800 4,018 5,033 


Net increase (decrease) in active membership (2,434) (749) (1,164) 406 Dol 
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Five YEAR 


REVIEW OF 


FiInANCIAL DATA 


$ millions 
*Investments at market value 
Ontario debentures 


Marketable securities 


*Assets at market value for 
Basic plan 
Supplementary benefits agreements 


Administered pension funds 


Investment income earned 
Basic plan 
Supplementary benefits agreements 


Administered pension funds 


Contributions received for 
Basic plan 
Basic plan unfunded liabilities 


Supplementary benefits agreements 


Payments to members 
Pensions paid 
Contributions and interest refunded 


Transfers to other plans 


Administrative expenditures 
Pension programme 


Investment programme 


Total Fund annual rates of return 
Dollar-weighted return on book value 
Time-weighted return on market value 


*gs at December 31 
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1996 


828.5 
24,787.5 
25,616.0 


25,378.3 
110.9 
341.2 

25,830.4 


2,002.7 
8.8 
26.4 
250379 


874.1 
72 
0.3 

881.9 


661.4 
88.5 
5.8 
(87: 


LS. 
19.6 
Diol 


10.9% 
19.3% 


18 


1995 


818.1 
20,458.9 
21,2770 


PME IAW Sy) 
120.6 
344.9 

2167 8.2 


3626 
AS 
182.0 
1a56u 


869.1 
5.4 
i 

875.6 


>/ 0.8 
66.7 
6.5 
643.3 


16.7 
18.6 


Deo 


FON 
14.2% 
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1994 


995°) 
195650; 
20,645.8 


18,388.8 
133-9 
2,463.3 
20,986.0 


1,483.8 
127, 
198.3 
1,694.8 


870.0 
93 
0.1 

879.4 


490.7 
S07. 
4,7 
546.1 


> 
Wd 
ome 


J5% 
1.8% 


12s 1992 


2076 1303.77 
185793 14,5297 


20,089.1 -15,833.4. 


17,778.1  14,004.8 
139.3 i363 
2,361.4 1,840.5 
20,278.8  -15,981.6 


1,419.1 815.4 
8.4 8.3 
186.6 106.3 
mara 930.0. 
890.0 878.1 
Tine es 
0.6 0.3 
902.2 889.9. 
414.3 372.6 
43.5 37.4 
on 12.9 
A6pa, Do. 
16.5 166 
166 15.6 
33.1 200 
10.2% 6.4% 


Zon) 70 3.9% 


ACTUARIAL Cost CERTIFICATE 


Watson Wyatt 


Worldwide 
The most recent actuarial valuation of the registered pension plan benefits provided under the 
Ontario Municipal Employees Retirement System was conducted as at December 31, 1995 using the 
Unit Credit Actuarial Cost Method, with projection of earnings. Our valuation conformed with the 
Standard of Practice for Valuation of Pension Plans adopted by the Canadian Institute of Actuaries. 

The actuarial valuation of OMERS as at December 31, 1995 was conducted using 
membership data and financial information supplied by the Board. We reviewed the data for reason- 
ableness and consistency with the data provided in prior years. In our opinion, the data are sufficient 
and reliable for the purposes of actuarial valuation. 

In our opinion, the assumptions adopted for our actuarial valuation of OMERS are 
appropriate, and the methods employed are consistent with sound actuarial principles. Nonetheless, 
the experience of OMERS in the future may be different from the actuarial assumptions, and may 
result in gains or losses which will be revealed in future actuarial valuations. 

The results of the actuarial valuation disclosed total Actuarial Liabilities of 
$18,529.599 million in respect of benefits accrued for service prior to December 31, 1995, includ- 
ing the effect of an ad hoc adjustment to pensions as at January 1, 1996. The Actuarial Assets at that 
date were $19,978.622 million indicating an actuarial surplus of $1,449.023 million, of which 
$926.436 million has been allocated to a Funding Stabilization Reserve by the Board. 

The results of the actuarial valuation also indicated that the existing levels of 
member and employer contributions are sufficient to meet the Normal Actuarial Cost of benefits to 
be earned each calendar year until the next actuarial valuation is performed. 

We have considered the likely development of the Actuarial Liabilities during 1996 
taking into account amendments made to the Plan up to December 31, 1996. Further, we have cal- 
culated the Actuarial Assets at December 31, 1996. 

We are of the opinion, in accordance with generally accepted actuarial principles, 
that the assets of the Fund at December 31, 1996 are sufficient to meet all the liabilities of the Plan 
in respect of services rendered by members up to that date. 

Respectfully submitted 

WATSON WYATT & COMPANY 


he eae Lana 


Martin J.K. Brown, EI.A. 
Fellow, Canadian Institute of Actuaries 


March 21, 1997 
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AupitorRs’ REPORT 


We have audited the consolidated statement of net assets of the Ontario Municipal Employees Retirement 
Fund as at December 31, 1996 and the consolidated statement of changes in net assets for the year then 
ended. These financial statements are the responsibility of the Fund's management. Our responsibility is to 
express an opinion on these financial statements based on our audit. 

We conducted our audit in accordance with generally accepted auditing standards. Those 
standards require that we plan and perform an audit to obtain reasonable assurance whether the financial 
statements are free of material misstatement. An audit includes examining, on a test basis, evidence support- 
ing the amounts and disclosures in the financial statements. An audit also includes assessing the accounting 
principles used and significant estimates made by management, as well as evaluating the overall financial 
statement presentation. 

In our opinion, these consolidated financial statements present fairly, in all material 
respects, the financial position of the Fund as at December 31, 1996 and the results of its operations and 
the changes in its financial position for the year then ended in accordance with generally accepted 


accounting principles. 


Vile 


Chartered Accountants 
Toronto, Canada 


March 21, 1997 
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CONSOLIDATED FINANCIAL 


CONSOLIDATED STATEMENT OF NET ASSETS 


As at December 31 (000s) 1996 
Assets | 
Investments (note 2) $ 25,615,971 
Long-term receivables (note 4) 34,981 
Contributions receivable 67,211 
Accrued income 279573) 
Total Assets 25,993,894 
Liabilities 
Due to administered pension funds (note 5) 341,244 
_ Accrued liabilities 2745372, 
Total Liabilities 615,616 
Net Assets (note 6) pee 


Signed on behalf of the Board 


CLL iif 


CONSOLIDATED STATEMENT OF 


As at December 31 (000s) 


Increases in Net Assets 


Contributions (note 7) $ 881,886 
Net investment income (note 8) 2,002,733 
Unrealized appreciation in fair value of investments 207 3,851 
Teele 4,958,450 


Decreases in Net Assets 


Benefits (note 9) (S25 Be! 
Administrative expenditures (note 10) a7 129 
Total Decrease 792,868 
Increase in Net Assets 4,165,582 
Net assets at beginning of year 21,212,696 


Net Assets at End of Year $ 25,378,278 
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STATEMENTS 


ON TARLDO MUNTOLPAL EMPLOYERS RETIREMENT FUND 


DD. 


& 21,277,045 
41,413 

74,881 
381,345 
21,774,684 


344,901 
217,087 
561,988 
$ 21,212,696 


IUD) 


$ 875,605 
1,362,617 
1,264,332 
3,502,554 


643,337 
39,520 
678,657 


25029589 / 
185388,799 
$ 21212,696 


NoTES TO CONSOLIDATED FINANCIAL STATEMENTS 


GENERAL 

The Ontario Municipal Employees Retirement System (OMERS) is a multi-employer pension plan which operates as the 
Ontario Municipal Employees Retirement Fund (the Fund) as provided in Section 5 of the Ontario Municipal Employees Rettre- 
ment System Act (OMERS Act). The System provides pensions for employees of Ontario municipalities, local boards, public utili- 
ties and school boards (non-teaching staff). 

The Fund is a contributory defined benefit pension plan which is financed by equal contributions from partici- 
pating employers and employees, and by the investment earnings of the Fund. The Fund is registered under the Ontario Pension 
Benefits Act, Registration #0345983. 

The normal retirement age is 65 years for all OMERS members except police officers and firefighters, who may 
have a normal retirement age of 60 years. The normal retirement pension is calculated using a member's years of credited service 
and the average annual earnings during the member's highest five years of contributory earnings. The pension is integrated with 
the Canada Pension Plan. 

The Pension Benefits Act (PBA) requires that participating employers fund the benefits determined under 
the plan. In accordance with the PBA, the determination of the value of these benefits is made on the basis of a periodic actuarial 
valuation. 

In addition to the normal retirement benefit described above, early retirement benefits, death benefits, disability 


waivers and pensions, and termination benefits are available to members who meet the plan requirements. Complete information 


may be found in the OMERS Act and Regulation or by contacting OMERS. 


SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
QP SBS Oi IPPCOCDID EO ® 
These financial statements are prepared on a going concern basis and present the information of the Ontario Municipal Employ- 
ees Retirement Fund as a separate financial reporting entity independent of the sponsors and plan members. 

The preparation of financial statements in conformity with generally accepted accounting principles requires 
management to make estimates and assumptions that affect the reported amounts of assets and liabilities and the reported 


amount of unrealized appreciation in fair value of investments. Actual results could differ from these estimates. 


Gonsoliuda tno 
The consolidated financial statements include the financial statements of OMERS, its subsidiaries holding real estate, mortgage, 
private equity and resource investments, and the proportionate share belonging to OMERS of the assets, liabilities, and operating 


income of real estate properties jointly owned with others. 


Changes in Accounting Standards 

Canadian Institute of Chartered Accountants Handbook, section number 3860, Presentation and Disclosure of Financial Instruments, 
was adopted in 1996. This new section sets standards for the presentation and disclosure of financial instruments including risk 
management. In previous financial statements, the term “market value” was used to describe asset and liability values. As a result 
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Notes TO CONSOLIDATED FINANCIAL STATEMENT 


of the adoption of this standard, the term “fair value” has replaced the term “market value” in describing valuation of financial 
assets and liabilities. 

Fair value amounts represent estimates of the consideration that would be agreed upon between knowledgeable, 
willing parties who are under no compulsion to act. It is best evidenced by a quoted market price, if one exists. The calculation of 
estimated fair value is based on market conditions at a specific point in time and may not be reflective of future fair values, The 


fair value of contributions receivable, accrued income, and accrued liabilities approximate their carrying amounts. 


Investments 
Investments are recorded as of the trade date and are stated at fair value. Fair value takes into account changes in market rates and 
portfolio credit risk that have occurred since original acquisition. The change in the difference between fair value and cost of 
investments at the beginning and end of each year is reflected in the statement of changes in net assets as unrealized appreciation 
of investments. 
Fair values of investments are determined as follows: 
i) Short-term deposits are recorded at cost, which approximates fair value. 

ii) Bonds, debentures, equities and resource properties are valued at year-end quoted market prices where 
available. Where quoted market values are not available, estimated values are calculated using discounted 
cash flows based on current market yields, comparable securities, independent asset appraisals, and finan- 
cial analysis. 

iii) Real estate, composed primarily of income producing properties, is valued based on appraised values 
determined annually by independent appraisers in accordance with generally accepted appraisal practices 
and procedures, based mainly on discounted cash flows. In performing the appraisals, certain assumptions 
are made with respect to future economic conditions and rates of return. Jones Lang Wootton Canada 
Inc. and Colliers Macaulay Nicolls Inc. are the firms of independent appraisers used. 

iv) Mortgages and private debt are valued using discounted cash flows based on current market yields for 
instruments of similar risk. 

v) Interest rate swaps, bond and equity index swaps, bond futures contracts, equity index futures contracts, 
and forward foreign exchange contracts are valued at year-end market prices. 

Investment income, which is recorded on the accrual basis, includes dividends, interest income, and real estate 


Operating income as well as gains and losses that have been realized on investments. 


LOPCERR CURPODREN UPBESAEIOD 
The fair values of foreign-currency denominated investments included in the statement of net assets are translated into Canadian 
dollars at the year-end rate of exchange. 

Gains and losses arising from this translation are included in unrealized appreciation of investments. 


Foreign currency denominated transactions, as well as cost amounts included in the financial statements, are 


translated into Canadian dollars at the rates of exchange on the dates of the related transactions. 


El 
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Notes To CONSOLIDATED FINANCIAL STATEMENTS 


Derivative Financial Instruments 
The Fund uses derivative financial instruments, when appropriate, in the administration of its asset/liabiliry management and to 


assist in the management of financial risks, including foreign exchange risks. 


NOTE 1 - RESPONSIBILITIES OF THE ACTUARY AND EXTERNAL AUDITORS 
The actuary is appointed by the OMERS Board. It is the actuary’s responsibility to carry out regular valuations of the actuarial 
liabilities of the System in accordance with accepted actuarial principles and report thereon to the Board. The actuary’s opinion is 
set out in the Actuarial Cost Certificate. In performing the valuation, the actuary values the benefits provided under the System 
using appropriate assumptions about future economic conditions (such as inflation, salary increases, and investment returns) and 
demographic factors (such as mortality and turnover rates and retirement ages). These assumptions take into account the circum- 
stances of OMERS and its members and pensioners. 

The external auditors are appointed by the Board. Their responsibility is to report to the Board regarding the 
fairness of presentation of the OMERS financial position, results of operations, and changes in the financial position as shown in 
the annual consolidated financial statements. The external auditors make use of the work of the actuary for the actuarial liabili- 
ties as disclosed in the notes to the financial statements, in respect of which the actuary has given an opinion. The auditors’ 


report outlines the scope of their examination and their opinion. 


NOTE 2 —- INVESTMENTS 
1996 1995 
(000s) Fair Value Cost Fair Value ’ ‘Coen 
Interest Bearing Investments —— ; | aa 
Cash and short-term deposits $ 1,760,895 $ 1,760,895 $ 876,473 $ 876,473 
Canadian bonds and debentures 4,616,930 4,171,657 3,708,772 3,366,451 
Non-Canadian bonds 446,098 435,283 B9 7,183 383,684 
Private debt OT 222 89,887 1005599 107,126 
Mortgages 1,637,479 1,489,209 1,654,058 ——_—‘1,551,663 
$ 8,553,624 $ 7,946,931 $ 6,737,085 $1 6;2853597 
Non-Interest Bearing Investments a 
Canadian equities 9,832,536 6,469,055 7,786,849 6,245,921 
Non-Canadian equities 4,357,748 3,471,810 4,008,803 3 ly Ase 
Real estate 2,450,121 2,786,266 Deo Wee Pas) 2,801,224 
Resource properties 53,964 44,486 41,790 44,661 
Canadian private equities 133,005 125,166 109,184 105,260 
Non-Canadian private equities 234,973 203,645) 02 COGS ee oo 
$ 17,062,347 $ 13,100,428 $ 14,539,960 $ 125525,853 
Total Investments $ 25,615,971 $ 21,047,359 a. $ 21,277,045 VE 18,811,250 
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NoTES TO CONSOLIDATED FINANCIAL STATEMENT 


NOTE 2 - INVESTMENTS (conrTiNuED) 

Included as mortgages are $69,341,000 (1995 - $85,567,000) of properties acquired by OMERS on 
foreclosure. These properties are held for sale and are carried at appraised values determined by independent appraisers in accor- 
dance with generally accepted appraisal practices and procedures. Income earned on these assets in 1996 was $1,587,000 (1995 - 
loss of $315,000). 

Term to maturity classifications of interest bearing investments are based upon the contractual maturity of the 


securities and are as follows: 


1996 1995 
Term of Maturity 
Within 1 Year 1to5 Years Over 5 Years Total Average Total Average 
(000s) ($) ($) ($) ($) Effective Yield ($) Effective Yield 
Cash and short- 
term deposits 1,760,895 - - 1,760,895 3.05% 876,473 6.02% 
Canadian bonds 
and debentures 25,739 1,045,082 3,546,109 4,616,930 6.77% Dy V8.) 72 732% 
Non-Canadian bonds 12,682 208,736 224,680 446,098 5.80% 397,183 6.00% 
Private debt 23,278 133377 55,567 2222 8.26% 100,599 9.12% 
Mortgages 210,897 912,821 513,761 1,637,479 6.10% 1,654,058 6.71% 
Total =. 2,033,491 2,180,016 4,340,117 8,553,624 5.84% G7 1,08) 7.06% 


Average effective yield is based upon fair value as at the year-end date. 

Cash and short-term deposits include backing assets for derivative instruments. The average effective yield 
adjusted for interest rate derivative instruments is 3.62% (1995 — no effect). 

Canadian bonds and debentures primarily consist of Government of Canada and Provincial Government debt. 
Corporate debt comprises 4.4% (1995 - 3.8%) of the Canadian bonds and debentures. Non-Canadian bonds are liquid and 
tradeable government debt issues of 12 member countries of the Organization for Economic Cooperation and Development. 

At December 31, 1996, the Fund held the following investments, each having a fair value or cost exceeding 1% 


of the fair value or cost of total investments: 


Number of 1996 Aggregate 
(000s) Investments Fair Value Cost 
Canadian equities 5 $ 1,586,410 $ 814,465 
Real estate properties 4 O95, 3/ 7, 1,056,933 
Canadian bonds and debentures 2 590,671 502,001 
aa 1 $ 3,170,458 $ 2,373,399 
limes 
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Notes To CONSOLIDATED FINANCIAL STATEMENTS 


NOTE 2 - INVESTMENTS (cONTINUED) 

Real estate investments above include ownership interest in the following properties, all of which are located in 
Toronto, Ontario: BCE Place (Canada Trust Tower); One Financial Place; Scarborough Town Centre; and Yorkdale Shopping 
Centre. 

OMERS holds a number of its real estate investments through joint ventures. The fair value of OMERS 
proportionate share in these assets was $1,182,580,000 at December 31, 1996 (1995 - $1,186,736,000). The net income earned 
from OMERS investment in joint ventures was $88,961,000 for the year ended December 31, 1996 (1995 - $83,613,000) and 
is included in net investment income from real estate. 

OMERS has guaranteed certain of the obligations of its joint ventures and is contingently liable for the obliga- 
tions of its associates in certain joint venture developments. The assets of the joint ventures are available and are sufficient for the 
purpose of satisfying such obligations. 

OMERS adheres to the concept of risk diversification in its investment policy. Part of this diversification is 
achieved through utilization of foreign investments. The two major foreign currencies represented in the Fund at December 31, 
1996 are 8.37% U.S. Dollars (1995 - 10.58%) and 3.48% Japanese Yen (1995 - 5.8%). 

OMERS participates in a securities lending programme whereby it lends securities it owns to others. For 
securities lent, OMERS receives a fee as well as receiving securities of equal or superior credit quality as collateral. Securities with 
an estimated fair value of $536,029,000 (1995 - $441,090,000) have been loaned. The Fund received securities as collateral 
with an estimated fair value of $562,830,000 (1995 - $463,144,000). 


NOTE 3 - DERIVATIVE FINANCIAL INSTRUMENTS 

The Fund is exposed to credit-related losses in the event of non-performance by counterparties to derivative financial 
instruments. The Fund deals only with highly rated counterparties, normally major financial institutions with minimum credit 
standard of “A” rating, as supported by a recognized credit rating agency, and does not expect any counterparties to fail. OMERS 
derivative investment activities in combination with the cash and short-term deposits portfolio, are made on an unlevered basis 
and master netting agreements are arranged or collateral is obtained on all derivative transactions. 

The credit risk exposure is represented by the receivable replacement value of contracts with counterparties, less 
any prepayment collateral or margin received, as at the reporting date. Credit risk represents the maximum amount that would 
be at risk if the counterparties failed completely to perform under the contracts, and if the right of offset proved to be non- 
enforceable. Credit risk on futures contracts is mitigated by marking contracts to market and settling margin receivables and 
payables in cash daily, and credit risk on swap contracts is mitigated by quarterly cash settlements whereby the party whose side 
of the swap has decreased in fair value provides prepayment collateral to the other party in the amount of the fair value decreases. 

The fair value of derivative financial instruments approximates replacement value and all derivative instruments 


mature within one year except interest rate swap contracts of $235,000,000 (1995 - nil) that mature between 2002 and 2004. 
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1996 


Notional Prepayment 


NOTE 3 - DERIVATIVE 
(000s) 

Value 
Interest rate swap contracts $ 235,000 
Bond index swap contracts 200,000 
Equity index swap contracts 220,500 
Bond futures contracts 52,341 
Equity index futures contracts 412,470 


Forward foreign exchange contracts 442,689 


Total $ 1,563,000 
(000s) 

Notional 

Value 

Interest rate swap contracts - 

Bond index swap contracts $ 125,000 

Equity index swap contracts 165,000 

Bond futures contracts - 

Equity index futures contracts Te 


Forward foreign exchange contracts 2,436,974 
Total $ 3,199,568 


ONTARIO MUNICIPAL 


Collateral 


$ 3,886 
5,386 


e272! 


Se) 


Prepayment 


Collateral 


$ 8,141 


$ 8,141 


EMPLOYEES 


INSTRUMENTS 


Margin 
Received/ 
(Paid) 


$ 210 
(3,386) 


$ (3,176) 


Margin 
Received/ 
(Paid) 
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(CONTINUED 

Replacement Value 
Receivable Payable 
$ 10,500 2 
6,195 - 
13,629 $ (3,366) 
210 = 
6,727 (10,113) 
ho) (1,316) 
$ 45,840 $ (14,795) 

Replacement Value 
Receivable Payable 
$ 9,644 : 
7,641 2 
6.395) 5 (453) 
7,841 (12442) 
$3152) ($912,895) 


RED PRE MENT Fev WD 


Es 


AS ‘' 


Credit Risk 
$ 10,500 
2,309 
8,243 


8,579 
$ 29,631 


Credit Risk 
S$ 1,503 
7,641 


7,841 
$ 16,985 


NoTES TO FINANCIAL STATEMENTS 


ConSOLIDATED 


NOTE 4 - LONG-TERM RECEIVABLES 

Under the terms of the OMERS Act and Regulation, certain participating employers have entered into agreements with the Board for 
the provision of supplementary benefits for past service. Each employer is responsible, individually, for the funding of such benefits 
based on separate actuarial valuations. Amounts due from employers in respect of these agreements are recorded as long-term 
receivables to be paid, with interest, over a period not to exceed 15 years. The fair value of the long-term receivables, which are 
valued using discounted cash flows using current market yield, is approximately $35,785,000 (1995 - $41,273,000). 

NOTE 5 - DUE TO ADMINISTERED PENSION FUNDS 

The managed pension plans which form part of the Fund are administered on behalf of the Board of Trustees of the Ryerson 
Polytechnic University, and the Minister of Energy for the Province of Ontario (The Ontario Hydro Guarantee Fund), and are 
credited with amounts based upon their proportionate share of the investments of the Fund, at fair value. The Ontario 
Municipal Employees Retirement Board is authorized under the terms of the various management agreements to recover its 
expenses for administering the aforementioned plans. 

NOTE 6 - NET ASSETS 

The actuarial valuation was conducted as of December 31, 1995 and has been extrapolated to December 31, 1996. The 
projected unit credit method, prorated on services, and certain funding assumptions were used in the valuation and the extrapo- 
lation. The funding assumptions used were changed for 1995 from those used in the December 31, 1994 actuarial valuation 
extrapolation to December 31, 1995. 

Investments are valued at fair value as at December 31, 1996 for financial statement purposes, as disclosed in 
note 2. The actuarial value of net assets has been determined using an actuarial formula based on fair values over the last five-year 
period. The objective of this process is to smooth out the effects of market volatility by averaging fair values while reflecting long- 
term historical investment trends. 

The actuarial present value of accrued pension benefits includes benefits for active members, pensioners and 
deferred vested pensioners. The actuarial present value of accrued pension benefits reflects managements best estimates of the 
pension plan’s expected investment yields, salary escalations, mortality of members, terminations, and the ages at which members 
will retire. There is no intention of extinguishing these pension obligations in the near term and, as a result, fair value of the pen- 
sion obligation is best approximated by the actuarial present value of accrued pension benefits using management’ best-estimate 
assumptions. As these best-estimate assumptions may change over time to reflect changes in underlying conditions, it is possible 


that such changes in future conditions could cause a material change in the actuarial present value of future pension benefits. The 


following key best-estimate assumptions have been used in the actuarial valuation: 


1996 1999 
After Change in Assumptions Before Change in Assumptions > 
Assumed rate of inflation 4.0% 4.0% . i 
Assumed rate of pensionable earnings increases 5.5% 5.5% 7.0% 
Assumed actuarial rate of return on plan assets 7.5% 7.5% 8.5% 
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NOTE 6 -—- NET ASSETS ( 


CONTINUED) 


The extrapolation of the actuarial valuation to December 31, 1996 has taken into account amendments made 


to the plan up to December 31, 1996. The 1995 comparative amounts have been restated to reflect the actuarial valuation con- 


ducted as of December 31, 1995, which include the revised actuarial assumptions. The effect of the change of assumptions is 


shown in the table below. 


(000s) 


Fair value of net assets at end of year 


1996 


2 2550/2297 


Adjustment to the fair value for actuarial purposes 


Actuarial value of net assets at end of year 


Actuarial present value of accrued pension 
benefits at beginning of year 

Ad hoc increases to pension benefits 

Change in actuarial assumptions 

Interest accrued on benefits 

Benefits accrued 

Benefits paid 

Experience gains 

Actuarial present value of accrued pension 
benefits at end of year 

Full earnings pension assets 

Full earnings pension liability 


Net liability of full earnings pension 


Excess of actuarial value of net assets over actuarial 


present value of accrued pension benefits 


(2,845,094) 
22,527,203 


18,530,000 
38,000 

0 
1,395,000 
1,013,000 
(756,000) 
(586,000) 


19,634,000 
6,000 
41,000 
35,000 
19,669,000 


$ 2,858,203 


1995 


$ 21,208,298 


(15229,676) 
19,978,622 


16,953,560 
40,034 
283,945 
1,451,928 
1,085,882 
(643,337) 
(642,413) 


1859295599 
4,398 
45,928 
41,530 

Noe Se Bee) 


1,407,493 


The full earnings pension benefit was set up within the OMERS Act and Regulation for those members with 


earnings exceeding the amount that generates the maximum pension allowed by the /ncome Tax Act. 


A portion of the excess of actuarial value of net assets over the actuarial present value of accrued pension 


benefits has been allocated by the Board to a Funding Stabilization Reserve. The amount of this reserve for 1996 is 


$983.0 million (1995 - $926.4 million). 
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NOTE 7 - CONTRIBUTIONS 

(000s) 

Members 

Employers, current service 

Employers, long-term receivables and interest 
thereon (note 4) 

Transfers from other pension plans 

Other purchased service 


Unreduced early retirement benefits 


NOTE 8 = NET INVESTMENT INCOME 


(000s) 

Short-term deposits 

Canadian bonds and debentures 
Non-Canadian bonds and debentures 
Private debt 

Mortgages 

Canadian equities 
Non-Canadian equities 

Real estate 

Resource properties 

Canadian private equities 
Non-Canadian private equities 


Derivative instruments 
Realized gains 
Less income credited to: 


Administered pension funds 


Provision for supplementary retirement benefits 
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1996 
429,952 
429,952 


7,500 
8,599 
5,562 
321 
881,886 


1996 
48,801 
312,602 
Pion 
9,938 
138,769 
214,390 
62,218 
183,196 
(1,666) 
5795) 
3,030 
70,411 
1,065,645 
972,255 


2,037,900 


(26,363) 
(8,804) 


$ 2,002,733 


1993 
$ 428,381 
428,381 


5,366 
5,899 
6,492 
1,086 
$ 875,605 


1995 
§ ~58)213 
337,824 
28,091 
11,295 
149,405 
192,118 
70721 
187,595 
(363) 

620 

1,322 
12,753 
1,055,594 
500,524 
1,556,118 


(182,003) 
(11,498) 


cena? 


NOTE 9 


(000s) 


Notes 


TO CONSOLIDATED FINANCIAL 


BENEFITS 


Members’ pensions 


Members’ contributions plus interest refunded 


Transfers to other pension plans 


NOTE 10 


- ADMINISTRATIVE 


1996 

$ 661,454 
88,460 
5,825 

$ 755,739 


EXPENDITURES 


ay Operating Expenses 


& ry T 
ww fF ff L 


Sy Si, 


1995 
0,071 


66,766 


6,500 


$ 643,337 


(000s) 1996 1995 
Personnel services Sats oly, $18,571 
Transportation and communication 1,452 1,085 
Actuarial services 430 437 
Audit services 262 only 
Legal services 541 307 
Other professional services 568 168 
Occupancy costs and municipal taxes 4,442 4,360 
Systems development purchased services 2,445 2,280 
Other purchased services 5,107, 4,790 
Equipment and depreciation 2,248 1,987 
Materials and supplies ipa ers 1,018 

© 9375129 $ 35,320 


6b) Compensation 


The following information is furnished in compliance with the Public Sector Salary Disclosure Act, 1996. 


Employee Position Held 1996 Compensation** ‘Taxable Benefits 
OMERS. 

PiePeewick 7 Senior Vice President, Pensions $ 153,026 $ 492 
D. Biggs Vice President, Bonds & Cash Management $130,776 $ 349 
Pe Burey Vice President, Administration S101 2097 SoU, 
E. Eastman Portfolio Manager, Canadian Active Bonds $ 101,797 S317 
P. Friend Portfolio Manager, Private Placements S 111,933 S315 
E. Funston Vice President, Pension Administration § 113,482 $ 361 
W. Gladstone Senior Vice President, Finance & Administration Pr 155.552 § 492 
G. Inamoto* Portfolio Manager, Core Fund $ 110,300 » 215 


[ar] 


ONTARTOO MUNICIPAL EMPLOY EES RETR EM ENT FU ND 


Notes TO CONSOLIDATED FiInANCIAL STATEMENTS 


NOTE 10 —- ADMINISTRATIVE EXPENDITURES (CONTINUED) 

Employee Position Held 1996 Compensation** Taxable Benefits 
D. Leckman Vice President, Public Market Equities $ 108,021 $ 280 
D. Markovich Vice President, Funds Management Sy lp 150 $ 492 
M. McKenzie Vice President, Mortgages $ 126,216 $ 411 
H. Rachfalowski* Vice President, Portfolio Management $ 180,067 $ 473 
D. Richmond President & CEO $ 211,470 $ 8,162 
R. Sillcox* Senior Vice President, Investments $ 241,042 $ 481 
C. Vaillancourt Vice President, Information Services $ 125,045 $ 394 
S. Wiseman Portfolio Manager, External Funds $ 107,702 $ Sali 
OMERS Realty Corporation 

R. Churcher Vice President, Properties $ 140,938 $ 9,400 
P. Colangelo* Executive Vice President $ 362,500 $ 9,780 
J.M. Knowlton Senior Vice President, Finance & Treasurer $ 207,403 hwy eyes) 
C.J. Magwood* President & CEO $ 653,453 $ 12,780 
J.R. Morrison Senior Vice President, Properties $ 207,403 $ 95578 


*no longer employed by OMERS or OMERS Realty Corporation 


**compensation includes salary, bonuses, and other payments 


NOTE 11 - SIGNIFICANT EVENT 

Until December 31, 1995, a portion of the commingled investments of the Fund was attributable to the Colleges of Applied Arts 
and Technology Pension Plan (CAAT). Under the terms of the CAAT management agreement dated December 21, 1994 and the 
transfer agreement dated November 17, 1995, OMERS transferred cash and investments to the CAAT Board, effective with the 
close of business on December 31, 1995, in the amount of $2,398,847,000. Investments and Due To Administered Pension Funds 
were reduced accordingly. As at December 31, 1995, the total value of assets to which CAAT was entitled was $2,504,542,000. The 
final settlement which includes interest at prime, recovery for completion of all aspects of the asset transfer and adjustments, 


resulted in a final entitlement payment of $2,515,749,000. 


Entitlement at December 31, 1995 | $ 2,504,542,000 
Interest 3,190,000 
Expenses recovered (488,000) 
Adjustments 8,505,000 


Final CAM [ebnddlemene ~ $ 2.515,749,000 
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Our Vision 
OMERS will be an autonomous, self-funded pension plan managed by and for 


its members and employers. 


OMERS will provide a choice of pension options for employees engaged in the 


delivery of local government services. 


OMERS will keep its “pension promise” through prudent investment and cost 


effective management. 


Our Core Values 


“We provide high quality service to all our clients.” 


“We treat each other with respect, fairness, trust and dignity.” 


THE PLAN 
SURPLUS 


PERFORMANCE The total return for the Fund in 1997 was 14.8%. These earnings 


IMPROVING 
SERVICE 


ACTUARIAL VALUATION RESULTS 


($ billions) as at December 31 


1996 


1995 


are essential to OMERS being able to maintain stable and reason- (%) 

able contribution rates over the long term, provide full pension aa 

indexing, and ensure the long term financial stability of the plan. an 

In 1997, these earnings also allowed OMERS to begin the process a 

of reducing member and employer contributions by approximately : 

one third for a five year period. : Ave ie i ee 


Netscape: Welcome to OMERS 


o> 


ack Forward 


Ss 


Reload 


images | Open | Print 


Location: [http .//www omer 


What's New j] [ What's Coot | | Destinations ] [[eetsearch ] | Peopte | [sertware_]] 


Employer Inlo 
Careers 


lob 


Site Policy r 


Copyright - Ontaris Municipal Employees Retirement Board, 1997 


The Fund 


What'sNew Archives 


FAQ s 


ee 


About OMERS 


Contact Us 


rial 4 


The actuarial valuation of the plan at December 31, 
1996 indicates a surplus of $2.8 billion. The plan 


surplus is projected to grow for the next few years. 


The surplus allowed the OMERS Board to imple- 
ment a series of initiatives that, over the next five 
years, will save plan members and local govern- 


ment employers a total of $1.5 billion. 


FUND RETURNS BY YEAR 


In 1997, OMERS continued with changes to its 
pension communications system. The new 
OMERS web site (www.omers.com) was well 
received by our members and provides an addi- 


tional vehicle for communications. 


The Membership Services System redevelopment 
project saw considerable progress throughout the 
year with its construction phase commencing. 
The project, which includes the rebuilding of the 
pension administration computer system, will 

be completed early in 1999 and its improved effi- 
ciency will meet members’ and employers’ needs 


with faster and more flexible service. 
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The Ontario Municipal Employees Retirement System (OMERS) was established 
in 1962 by the Ontario Government as a multi-employer pension plan for 
employees of local governments in Ontario. A total of 1,129 municipalities, 


boards, school boards and commissions participate in the plan. 


Managed by a 13 member Board appointed by the Ontario Government, OMERS 
is operated on behalf of local government employees and employers. Five mem- 
bers of the Board are employees of local governments, one Is a pensioner, four 

are officers of the participating employers, two are elected or appointed officials 


of municipalities or local boards, and one member is a Provincial official. 


OMERS is a defined benefit pension plan financed by equal contributions from 
participating employers and employees, and by the investment earnings of the 


OMERS Fund. 


Our Mission 

Our responsibilities are: 

° to provide fully-funded pension benefits for reasonable and stable contribu- 
tion rates, 

e to invest the funds prudently, for long-term growth at acceptable risk lev- 
els, to meet plan liabilities, 

* to distribute timely and accurate pension information to members and 
employers, 

¢ to provide high quality service to all our clients, in an effective and efficient 
manner, 

* — to promote the pension interests of our plan members and employers, and 

¢ to provide a positive and equitable working environment which will attract 


and retain highly motivated employees. 


OMERS accomplishments in 1997 
were focused on meeting the chang- 
ing needs of our employers and mem- 
bers while strengthening the 
accountability of the Board. It was a 
year that included such highlights as 
the approval of a changed investment 
asset mix, the implementation of a 
five year surplus management initia- 
tive, a strengthened organizational 
structure for OMERS and the addi- 
tion of enhanced consultation and 
communications processes. These 
successful initiatives were achieved 
in conjunction with continued solid 


returns on our investments. 


After a comprehensive study and 
review of possible asset classes, 
expected returns and risk characteris- 
tics, a revised asset mix—or where we 
place our investments—was adopted 
for the Fund. Changes were made in 
the percentage of investment in dif- 
ferent assets and, to achieve better 
diversification, the amount of interna- 


tional investing was increased. 


The OMERS pension plan continues 
to be fully funded with sufficient 
assets to meet all pension plan liabili- 
ties. In fact, the plan is in a surplus 
position. This surplus allowed the 
Board to implement a series of initia- 
tives that, over the next five years, 


will save plan members and local gov- 
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ernment employers a total of $1.5 bil- 


lion in contributions. 


A one-third reduction in contribution 
rates puts money back into the pock- 
ets of thousands of local government 
employees across Ontario and saves 
an equivalent amount for their 
employers. When local government 
saves money, local tax-payers also 


save money—a further benefit to this 


win-win initiative. 


The surplus management initiative is 
also in keeping with the OMERS phi- 
losophy of members and employers 
sharing equally in contributions, lia- 
bilities and surpluses of the plan. The 
responsiveness of the Board in pro- 
ducing significant savings for the 
local government sector in a time of 
financial distress and reorganization 


was extremely well received. 


A comprehensive review of our real 
estate operations was concluded in 
1997. This resulted in all real estate 
activity being brought in-house under 
the direct responsibility of the 
OMERS Board. Restructuring of the 
real estate group also reintegrated all 
investment activities of the Fund. 
Additionally, reorganization of the 
Investment Division was completed 
with a refocus on the overall perfor- 


mance of the Fund. 


With ongoing changes in real estate 
markets, a shift in some of the major 
players, plus the introduction and use 
of new real estate investment vehi- 
cles, the move to a new structure for 
OMERS was both responsible and 


prudent. 


Responsibility means accountability. 
Changing organizational structure— 
as we did for our real estate portfo- 
lio—is one way to achieve account- 
ability. Better consultation and com- 
munications processes are another 
way. During 1997, the Board pursued 
new initiatives in both the content 
and the frequency of consultations 
with our diverse membership of 1,129 
employers and the various unions and 
associations. Consensus on the sur- 
plus management initiative was 
achieved as a direct result of this 


improved consultation process. 


In a year that saw some severe mar- 
ket fluctuations, OMERS continued 
to achieve good investment results. 
Short-term market fluctuations do 
not affect the soundness of the plan 
because the OMERS Fund’s invest- 
ments are geared to the long term. 
The OMERS Fund grew by $3.7 bil- 
lion over 1996, closing the year with 
a return of 14.8 per cent. The total 
value of the Fund at the end of 1997 
was $29.1 billion. The four year 
annual rate of return was 12.3 per 


cent, exceeding by a substantial mar- 


gin the targeted performance 
required to fully meet the pension 
promise. In fact, the Fund’s consis- 
tently strong performance is the 
major factor driving the Board’s sur- 


plus management initiatives. 


The local government environment 
continued to shift throughout the 
year, putting new demands on the 
OMERS plan. A theme of responsive- 
ness and responsibility means that 
we will continue our extensive con- 


sultation and communications 


process, advocate on behalf of our 
plan participants in areas of public 
policy, protect shareholder interests 
in the companies we invest in, and 
continually strive for use of best 


practices in our own organization. 


DALE E. RICHMOND 


President and CEO 


RETURNS BY ASSET CLASS AND THEIR BENCHMARKS THE FUND 
$ millions ear year hen ap eas The OMERS Fund’s investment strategy is to 
Te ee oh % 9% provide long-term, stable growth, balancing a 

Total OMERS 29.3762 100.0% 148 123 W4 continuing good rate of return with acceptable 
Doneunver ence lates 07 12 07 risk. This strategy again provided solid returns in 
Consumer Pree lndexed J6eh 5.0 55 6.9 1997, allowing the Fund to close out the year at 
Fixed Income 10,6253 36.2% 102 988 109] “lose to $30billion. 
D.S. Barra/Scotia McLeod Universe Bond Index oF), 9.2 11.6 The total return for the Fund in 1997 was 14.8%. 
Canadian Stocks 10,366.0 35.3% 18.2 16.2 12.4 These earnings are essential to OMERS being 
TSE 300 15.0 14.0 11.0 able to maintain stable and reasonable contribu- 
Private Placement-Equity 473.6 16% 307 21.0 8.4 tion rates over the long term, provide full pen- 
TSE 300 15.0 14.0 MC sion indexing, and ensure the long term financial 
International Stocks 9,182.0 17.6% 16.1 13.0 13.4 stability of the plan. 
See) naa ae _ In 1997, these earnings also allowed OMERS to 
Real Estate (office and retail) 2/293 93% 148 8.9 = begin the process of teducime member aut 
a eel 2 ee ae ee 1 employer contributions by approximately one 


third for a five year period. These contribution reductions, which commence in January 1998, are only possible because of a 
sustainable surplus. Low inflation rates and low wage growth also contributed, but it’s the third element of continued high 


performance in investment returns that allows OMERS to provide these savings to our members and employers. 


Asset Allocation 
The OMERS investment mix—how our assets are allo- 
cated—sets the objectives for both the Fund and for the 
various investment portfolios within the Fund. The asset 
mix was changed early in 1997, and the asset allocation 


as at December 31 is shown in the accompanying graph. 


Fund managers were faced with some wild market ign ES ix eee 


: ? 4 i Mid point in Mid point in (as at 
fluctuations in the latter part of 1997. Despite these target range target range December 31, 1997) 
. h 0% 2.5% 2.7% 
fluctuations, the Fund exceeded its benchmark for [si 
Debt Si 32.5% 25.0% 29.1% 
Canadian equity investment in 1997. Despite the Equity Mi 55.0% 60.0% 58.9% 
Real Estate M 12.5% 12.5% 9.3% 
volatility, the new asset mMIx provides the returns sitenbiaesin sees ne senccesa sacle vetecice caitenecamete ns emecuses ee amma wes nceteracedac sees poasareeseieete RES RRECOCCEES 
Derivative backing assets have been allocated to their appropriate 


needed to fully fund the plan. CS TEE 
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is a response fo 
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investment vehicles, 
and levels of righ?” 


Derivatives 

Any large and complex fund needs 
the flexibility to respond quickly 
when required. The derivatives pro- 
dramme provides that flexibility. 
Derivatives are used to adjust and 
rebalance the OMERS Fund's asset 
mix and international allocation 
without adversely affecting other 


portfolios. 


OMERS is able to effectively reallo- 
cate lower yielding short term 
money market investments into 
higher yielding equity and bond 
markets, reflecting the Fund’s new 


asset mix proportions and markets. 


In 1997, the derivative programme’s 
notional value increased from $1.6 
billion in 1996 to $3.0 billion at 


year end. 


One of the issues that drove the change in the Fund’s asset mix was the reduced 


availability of Canadian government bonds, resulting in less opportunity for invest- 


ing in fixed income securities within Canada. Because of this and other changes 


in the Canadian investment environment, OMERS reallocated some of its invest- 


ments, decreasing the allocation to domestic fixed income and increasing the 


allocation to foreign bonds and domestic and foreign equities. 


CONSOLIDATED INVESTMENT ASSETS 


Market Value as at December 31, 1997 (000's) 1997 1996 
Fixed Income Investments 
Cash and Short Term $ 2,759,724 $ 1,760,895 
Ontario Debentures 804,236 828,480 
Marketable Bonds: © Canadian 4,467,437 3,788,450 
e |nternational 1,216,488 446,098 
Private Placements — Debt 112,958 G2 2u7) 
Mortgages: e Residential - Insured 949,876 397,263 
e Non-residential 263,544 1,170,875 
e Real Estate Held for Resale 51,000 69,341 
Total Fixed Income Investments $ 10,625,263 $ 8,553,624 
Equity Investments 
Stocks 
Canadian: e Indexed $ 1,738,461 $ 1,351,577 
e Active 8,627,555 8,480,959 
International: ¢ Indexed 1,763,630 1,259,713 
e Active 3,418,313 3,098,035 
Total Stocks 15,547,959 14,190,284 
Private Placements — Equities 473,643 42) 942 
Total Equity Investments $ 16,021,602 $ 14,612,226 
Real Estate $ 2,729,349 $ 2,450,121 
Total Investments at Market Value $ 29,376,214 §$ 25,615,971 


Fixed Income 

Fixed income instruments, as well as equities, continued to perform well 
in 1997. The Fund’s fixed income assets are managed in a number of spe- 
cific portfolios, with both quantitative and active management styles 


assisting the Fund in maximizing its performance. 


Managed quantitatively, the OMERS Canadian core bond portfolio holds 
provincial and federal bonds. A Canadian active bond portfolio adds 
municipal and corporate bonds, as well as an interest rate anticipation 


strategy. 


The foreign bond fund was valued at $1.2 billion at year end. With a 
return of 6.3%, it outperformed the J.P. Morgan Government Bond (Non- 


Canada Traded) benchmark of 5.8%. 


In addition to being an asset class, money market investments serve two 
objectives: cash management, and supporting the derivative portfolios. 
For cash management, investments are in credit instruments with a very 
short duration to meet the plan’s daily cash flow requirements. Assets 
backing derivatives are necessary to ensure that derivative instruments 


are entered into only on an unlevered basis. 


1997 FIXED INCOME RETURNS VS BENCHMARKS 


(1 year) 


Active Marketable Bonds 


ScotiaMcLeod L.T. Bonds/DS Barra Long Index 


Core/Index Bonds 


Nesbitt Burns L. T. Gov't Bonds/DS Barra L. G. Bonds 


Mid Term Bonds 


DS Barra Short/Intermediate Government Bond Index 


Foreign Bonds 


J.P. Morgan Government Bonds (Non-Canada Traded) 


Mortgages 


Nesbitt Burns 5 Year Bond/DS Barra 
OMERS 5 Year Gov't of Canada Index 


Private Placement-Debt 


Nesbitt Burns 5 Year Bond/DS Barra 
OMERS 5 Year Gov't of Canada Index 


Total Fixed Income 


D.S. Barra/Scotia McLeod Universe Bond Index 


12% 16% 


OMERS maintained the high quality of its mortgage portfolio in 1997 despite a very competitive market. The mortgage 


department booked $124.9 million in new business in 1997, from a total of $2.3 billion worth of loan proposals reviewed. 


Interest rates remained low throughout the year, although the yield on new loans is still somewhat higher than that of a 


Government of Canada bond of a similar term. The return for mortgages in 1997 was 4.2% against the Nesbitt Burns/DS 


Barra 5 year bond rate benchmark of 7.0% and private debt, at 14.1%, exceeded the Nesbitt Burns/DS Barra 5 year bond rate 


benchmark of 7.0%. 


Equities 


4 
yell managed companies, 
With strong, focused governance 
processes, generally 
produce better long-term 
rerurns for all investors 2 


With markets going from strength to strength in 1996 and most of 1997, a substan- 
tial correction was expected later in the year. By year end, markets were unstable 
with the Asian markets showing the largest declines. Nevertheless, global mar- 
kets continued to provide good results through most of the year. Similarly, 
North American markets also provided generally good returns as did European 


markets boosted by fairly strong economies. 


Domestic 


Canadian equity markets performed well throughout most of the year, 


resulting in an increase in the market value of the OMERS actively man- Ge ves) 


aged Canadian equity portfolios of $0.2 billion. CoreFand 


TSE 300 


The core fund also grew by $0.2 billion in 1997, and returned 17.8% com- 


pared to a total return of 15.0 % for the TSE 300. The portfolio’s four year —|_Small Cap 


| 


annual average return of 17.5% also compares favourably to the TSE’s Nesbitt Burns Small Cap weighted 


- 4, ()9 
average of 14.0%. TSE 300 Index Fund 


TSE 300 


The Canadian indexed equities portfolio was valued at $1.7 billion at year 


end, representing 16.8% of the Fund’s total. The portfolio returned 15.4% 


Externally Managed Canadian Stocks 


in 1997, compared to 15.0% for its benchmark, the TSE 300. TSE 300 


In order to provide equity investments with diversification of management ca TTS 


style, OMERS employs external portfolio managers. The external managers Th E200 
: : : : 0% 4% 8% 12% 16% 20% 24% 
also bring expertise in particular market sectors. As at December 31, the FEE SRO ARR SHOE EE HOSE HO CHE ce nCOGOODOO OD Sono R COLE Cena OOGtC CANOSCOCU ECCI REOROSCOGIC.. 


Canadian external funds programme had $2.2 billion placed with 10 exter-.-.-.-..:-------ssssssssssssssseeseeeeecettsnnnnnesssssssseenrennnnnnnnnnnsnsssssees 
nal management companies. This programme saw a return of 18.3%, compared to the TSE 300’s 15.0% for the year. The pri- 
vate equity portfolio totalled $283.3 million at year end, an increase of $ 96.3 million from the previous twelve months. 


Investment income earned totalled $96.5 million. 


International 
The U.S. external fund programme had $690 million at the end of 1997. This programme was restructured in 1996. After a stellar 
first year in 1996, most of the managers had a difficult 1997 because of volatile markets. However, two years is a short time on 


which to judge their performance, and most are near or ahead of their benchmarks since inception despite the problems in 1997. 


Two U.S. indexed equity funds are also managed by OMERS. One, a port- 


Cyeene folio of larger capitalization stocks, is matched to the S&P 500 index. 


lntergationainseacis The other is an SGP 400 mid-cap value fund. 


Salonjou/ Gleb alee eee The OMERS non-North American composite underperformed its bench- 


0% 3% 6% 9% 12% 15% 18% 21% 25% 
goccesacecccnvesvescsseacecacaunuvvsneisundsnesaveesvsscosuanaicecesesecorssccscauscuscs mark by 16 basis points in 1997. The programme’s assets were 7 bil- 


BORE KE CECEBE AC CORG0 00001 HONE RB RRC GH OSOO UDO So SHOnS ASbEBOBONdeSnoRbS SeScoeGeo oor Ooo8 lion Al year end, and the four-year average performance under performed 


its benchmark, the Salomon/FR EPAC, by 137 basis points. 
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OMERS Realty Corporation 


By year end, OMERS Realty Corporation (ORC) owned or held an interest 


in a total of 37 properties comprising 19.7 million square feet of Gross (1 year) 
leasable area. All properties were well leased with an average of 97.9% Real Estate (office and retail) 
occupancy. Russell Canadian Office & Retail Property Index 
; 0% 3% 6% 9% 12% 15% 18% 21% 
The market value of retail and office properties held by OMERS at year en anes | 
M™ OMERS Returns @ Benchmark 


end was $2.7 billion, or approximately 9.3% of the total OMERS Furnd, (00 wvsssssevvvsssssssssessetssssscececceeccassonesseessuusssseeeeeeusenneseeeeteee 
Performance for the year showed a 14.8% total return compared to an 18.5% for the Russell Canadian Office and Retail 


Property Index, the industry benchmark. 


Early in 1997, the Board completed a review of ORC. A report, presented to the Board in January, discussed evolving real 
estate best practices, analysed trends in public sector pension fund investments in real estate throughout North America, 
compared various organizational models, and recommended changes to position OMERS for the future and for a changing 


environment. 


The OMERS Board adopted a multi-manager structure, with external managers augmenting 
CCH 1957 ORC’s role in the management of the Fund’s direct real estate investments. The account- 
’ 


ability for all real estate decisions was placed with the OMERS Board, and all real estate 


afrer study, OMENS assets were integrated into the investment division. 


recommitted (0 These 1997 initiatives recommitted OMERS to real estate as an asset class. It is one 
which provides diversification of the OMERS Fund with an added hedge against infla- 
real estate as an | | | 
tion. Returns over the long term have been somewhat higher than bond returns and 


>) 
asset class slightly lower than equity returns, with lower volatility than either bonds or equities. 
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MANAGING THE PLAN 


There are two key elements in managing the OMERS plan’s funding—maintaining a CC 
surplus position sufficient to meet the pension promise, and keeping contribution In 1997, 
rates stable for employers and members. OMERS went one step further in 1997, the Agari pursued 


initiating a plan for managing its surplus that will reduce member and 


employer contributions by one third for a five year period. The programme new approaches for 
was effective with the pay period that included January 1, 1998. consultation with ous 


The OMERS initiative included provisions that will: membership 99 

e reduce employer and member contributions by two percentage points for 
five years; 

* increase pensions to ensure all OMERS pensioners receive 100% of the increase in the Consumer Price Index since their 
pensions began; 

* increase the formula for all current and future surviving spouse’s pensions from 60 to 66 2/3%; and 


* enhance early retirement provisions for OMERS members who retire over the next five years. 


OMERS will carefully monitor the initiative to ensure that the plan’s 35 year track record in delivering the pension promise 
will not be jeopardised. A combination of high performance in investment returns, low inflation and low wage growth—and 


the resulting increase in the surplus—left OMERS ina position to initiate this programme. 


OMERS has a long history of sound management of plan funding. In the past, responsible funding has allowed OMERS to 


ACTUARIAL ASSETS VS LIABILITIES offer such programmes as unreduced early pensions (when age and ser- 


eione vice criteria are met), and indexing. In 1993, the introduction of Social 
Contract early retirement and other provisions, costing approximately 


$425 million, saved many jobs for younger members. 


’ The surplus also provides for a Funding Stabilization Reserve (FSR), 

a le which is equal to 5% of the plan’s liabilities. Key to the maintenance of 
8 contribution rate stability, the FSR also serves as a buffer against fluctua- 
h tions in returns and against actuarial estimates of liabilities being differ- 
; ent from actual experience. 


babe's oe eunccanucecoceenewebesnanacsGudmpiasuvunnuuncepvics(s asm eee veeehussssa)si/e sen nas.e The actuarial valuation of the OMERS plan as of December le 1996, con- 


= 


es 
Ny 


ee ee ee ee ae er Seater ene rear ducted by Watson Wyatt Worldwide, showed a surplus of $ 2.8 billion. 


Responsive Management 


While responsiveness and responsibility are key to all of OMERS activities, they are CC ncas Sil ls 
perhaps most evident in meeting the diverse needs of the plan participants. The } 

Board has shown its commitment to these two words in 1997 in all its deci- management initiative is 
sions and actions. fimely in light of the many 
Nineteen-ninety-seven was a year of considerable change and financial pres- changes ant financial 


sure for local government throughout the province. Many municipalities were 


pressures in the local 
government sector 44 


amalgamated, with the largest being the new City of Toronto. These changes 


will continue to affect local governments well beyond the end of 1997. 


The OMERS Board continues to monitor the changing local government scene and will 


actively seek ways in which OMERS might help members and employers deal with these changing circumstances. 


Additional recommendations before the Ontario Government include provisions for the portability of OMERS pensions to pri- 
vate sector plans to accommodate members who are moving to the private sector. The Board has also requested changes in 
the definition of “eligible OMERS employer” to permit not-for-profit organizations providing local government services to 


join the plan and to allow plan members who are transferred as part of a 


eet ren divestment or outsourcing to be grandfathered in the OMERS plan. 


Pension Increase 

An increase of 1.62%, equalling 100% of the September-to-September 
Consumer Price Index (CPI) increase, was applied to pensions on January 1, 
1998. The increase is composed of two parts: the guaranteed pension 
increase—7/0% of the increase in the CPI, or 1.13%; and an ad hoc 


increase—30% of the increase in the CPI, or 0.49%. 


As part of the five year surplus management initiative, OMERS also increased 


& Normal Retirement 33.7% 
m Early Retirement 41.2% payments to ensure all of its pensioners receive 100% of the increase in the 
@ Disability Pension 4.1% 


Consumer Price Index since their pensions began. 
@ Spouses and Children Pension 21.0% 


Improving Service «Cc 
In 1997, OMERS continued with changes to its pension communications ine OMERS 
programme. The new OMERS web site (www.omers.com) was well received by our wep site gels i] 


Benefits Canada f+ for 
on-line communications 


wp] 
throughout the year with its construction phase commencing. The project, which ingenuity 


members and provides an additional vehicle for communication. The site received 


more than 500,000 “hits” in eight months of operation. 


The Membership Services System redevelopment project saw considerable progress 


includes the rebuilding of the OMERS pension administration computer system, will be com- - Benefits Canada Magazine 
pleted early in 1999 and its improved efficiency will meet members’ and employers’ needs with 


faster and more flexible service. 


Responsible Management 
OMERS has a major role to play in advocating the interests of plan members in numerous arenas. As one of Canada’s largest 


pension plans, we have a responsibility to ensure that the interests of our 260,000 active members and pensioners are heard. 


Over the past year, OMERS has concentrated on tracking and monitoring issues and trends which might affect the plan and 
plan members. While we continue to improve member communications, it became increasingly evident that OMERS needed 


to formalize communications with other key audiences and stakeholder groups. 


Activities such as the surplus management programme and our commitment to move to autonomy have made OMERS more 
visible. This higher visibility will continue for the foreseeable future. We are managing our internal and external communica- 


tions in order to provide current and relevant information to our members and other stakeholders. 


The “Year 2000” Problem 

With the year 2000 rapidly approaching, time is at a premium to address the Year 2000 date programming code problem. 
Nearly every organization, including OMERS, will be faced with the Year 2000 issue. The date code problem refers to the fact 
that years ago program developers, to make the best use of limited computing resources, created databases and programs to 
store and process the year as a two-digit field (for example, 1998 as “98”). Therefore in the year 2000, many computer sys- 


tems will register “00” as 1900 rather than 2000. 


However, the problem is more complex than it seems. Initially, many organizations regarded this as a problem to be dealt 
with by their IT departments, but now are realizing that the problem is much broader. Any equipment that has a computer 
chip component is at risk. The Year 2000 is a general business management problem and OMERS has approached the issue 


from this perspective. 


OMERS is conducting a comprehensive review of its core systems and programs to ensure that they are Year 2000 compliant. 
As well, OMERS is actively looking at the broader issues in its business areas, for example the preparedness of the companies 


we invest in, as well as our suppliers. 


Specifically, the plan’s proactive approach includes: 


¢ completing a high level review of its Year 2000 technology exposure; c¢ NWERS i 
eads 
¢ beginning projects to ensure Year 2000 compliance for our custom-built 
business systems, specifically our current membership and pension systems; rowards the new) 
¢ — sending letters to our software and hardware suppliers concerning their millennium il i 


level of preparedness; yer stron financial 
¢ — gathering information on Year 2000 issues from our “investee” companies, { y 
it >>) 
with follow up discussions planned where required; p0s| on 
* — reviewing infrastructure work surrounding the electronic network and desktop 
computing systems; and 


* communicating with employers, members and pensioners highlighting the Year 2000 issue. 


OMERS is working in a planned fashion to conclude the necessary adjustments before the end of 1998 to ensure its opera- 
tions can be performed correctly. It is further planned, during 1999, to test many systems, both internal and vendor provided, 


to ensure they actually work. 


Looking Towards The Millennium 
With the Fund close to $30 billion at December 31, 1997 and showing signs of continuing steady growth, OMERS heads 
towards the new millennium in a very strong financial position. Measured against industry benchmarks, the plan also consis- 


tently delivers efficient and high quality service at a reasonable cost. 


Although OMERS looks ahead with confidence, the plan is not immune to external change. Managing change has become a 
focus for most organizations, and OMERS will continue to adapt to changing circumstances for its members through policy 
initiatives and a continued commitment to service—responsibility and responsiveness. At the same time, OMERS will con- 


tinue to apply a prudent and disciplined approach to investing the Fund for maximum returns. 


As the ’90s wind down and we prepare to celebrate the new millennium, members can rest assured that the high levels of 


responsiveness and responsibility they have received for 35 years will continue. 


In 1997, the OMERS Board showed sound leadership, thoughtful and speedy action, and responsible decision-making on a 
number of key issues which faced the organization during the year. This leadership and action will also ensure the plan’s 


continued success and financial soundness in the future. 
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1997 1996 1995 1994 1993 
Employers 
Municipalities 534 534 534 529 538 
School boards 133 133 134 134 134 
Other local boards 462 464 462 457 448 
1,129 1131 1,130 1,120 1,120 
ee Te ee Se See at i och cg soma R a ae se eT ooo Rte tes En Ein laa cee na ee cc eT ee a 
by employer 
Municipalities 90,471 92,342 94 068 94,964 95,462 
School boards 52,971 52,495 52,926 52,637 53,076 
Other local boards 40,188 40,775 Aj 283 41,397 41,638 
nactive groups 2,521 238 7 35 21 
186,151 185,850 188,284 189,033 190,197 
ae ees guesses ns st te SS ES TAF SOS Gk Ee LARGE TOE PET I ES BIO SS ARO Tn en et 
Female 92,297 91,557 92,146 91,618 91,001 
Male 93,854 94 293 96,138 97,415 99,196 
Pe cnn eee an 186,151 105.850 198.264 180033. 190197 
by normal retirement age 
Age 65 162,738 62,614 165,085 65,989 167,082 
Age 60 23,413 23,236 23,199 23,044 ENS 
ee ee 186151105850 198.264 180083190197 
Terminated members who have 
ven esteda deferred pension 73 a 2 
Number of pensioners by type of nensien a eee 
Normal retirement 23,333 23,368 ZEN 22,914 22,538 
Early retirement 28,502 27,304 23,843 20,072 16,165 
Disability pension 2,842 2,836 2,846 2,814 2,743 
Spouses and children 14,501 13,850 13,261 12,628 11,987 
69,178 67,358 63,162 58,428 53,433 
fee ne ae ee Pc Seca ESL STS ne svete ate ET a Se terre ac RSE Ae Sse Te Es as TE 
inactive members and pensioners 264,202 261,962 259,978 255,624 ASS aT) 
Niewesrone aa ia Sr a a ae: ene cae co ae eas ie 
Number of new retirements per year 2,779 6,271 5,459 5,804 3,688 
Number of other terminations per year 4,981 3,448 4515 3,800 4018 
Net increase (decrease) in active membership 301 (2,434) (749) (1,164) 406 
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$ Millions 1997 1996 1995 1994 1993 
“Investments at market 
Ontario debentures 804.2 828.5 818.1 g95:5 1,297.8 
Marketable securities 28,572.0 24,787.5 20,458.9 19,650.3 18,791.3 
29,376.2 25,616.0 ZETIA 20,645.8 20,089.1 
Beene wari EEE BESIDES CROP SE ESE ESC SCE CO PI ETERS ERE Sarre ee HT tere 
Total Fund 29,108.4 25,378.3 DN ANZ 18,388.8 17,778.1 
Liability for: 
Supplementary benefits agreements 109.5 120.6 120.6 1339 seks) 
Administered pension funds 394.8 341.2 344.9 2,463.3 2,361.4 
29,612.7 25,840.1 21,678.2 20,986.0 20,278.8 
ee ee ae Be ese ee a on Or ene eee eee A ere ee | 
Basic plan 3,692.2 4074.0 2,624.5 310.2 3,365.3 
Supplementary benefits agreements 11.4 8.8 Le 27 8.4 
Administered pension funds 50.6 Be | 380.8 44.4 447 9 
3,754.2 4,137.9 3,016.8 367.3 3,821.6 
: EOE ete ae SRF 9 oe ra STR ae EPC EE aoc rae Ton ec REE RRS Hn re aR 
Basic plan 868.3 874.1 869.1 870.0 890.0 
Basic plan unfunded liabilities 20.9 Tes 5.4 G73 11.6 
Supplementary benefits agreements 0.3 0.3 (lel 0.1 0.6 
889.5 881.9 875.6 879.4 902.2 
ee eee Sir GSEs DOBRO es ORE el BUI Oa CIEE te Soe prem CE EER USED RS eta ee nae 
Pensions paid 698.9 661.4 Bye 490.7 414.3 
Contributions and interest refunded 103.5 88.5 66.7 50.7 43.5 
Transfers to other plans 8.9 5.8 6.5 47 5.6 
811.3 Tisssn i) 643.3 546.1 463.4 
ane ce pee eee ae SCO aa ecco eee mo aC eR 
Pension programme 21.6 19.8 19.6 19.6 18.4 
Investment programme 19.8 eS 597 15.6 147 
Elimination on consolidation (1.1) (2.5) (2.4) (2.4) (2.2) 
40.3 34.6 32g 32.8 30.9 
a ea ee ee ee eee Te OEE te OR 
Dollar-weighted return on book value 11.9% 10.9% 7.9% 9.5% 10.2% 
Time-weighted return on market value 14.8% 19.3% 14.2% 1.8% 23.7% 


*market value as at December 31 
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AS AT DECEMBER 31, 1997 FOR THE ONTARIO MUNICIPAL EMPLOYEES RETIREMENT BOARD 


The most recent actuarial valuation of the registered pension plan benefits provided 


/ Watson Wyatt under the Ontario Municipal Employees Retirement System was conducted as at 
eebaa December 31, 1996 using the Unit Credit Actuarial Cost Method, with projection of 
earnings. Our valuation conformed with the Standard of Practice for Valuation of Pension Plans adopted by the Canadian 


Institute of Actuaries. 


The actuarial valuation of OMERS as at December 31, 1996 was conducted using membership data and financial information 
supplied by the Board. We reviewed the data for reasonableness and consistency with the data provided in prior years. In our 


opinion, the data are sufficient and reliable for the purposes of actuarial valuation. 


In our opinion, the assumptions adopted for our actuarial valuation of OMERS are appropriate, and the methods employed 
are consistent with sound actuarial principles. Nonetheless, the experience of OMERS in the future may be different from the 


actuarial assumptions, and may result in gains or losses which will be revealed in future actuarial valuations. 


The results of the actuarial valuation of the registered pension plan benefits disclosed total Actuarial Liabilities of 
$19,660.126 million in respect of benefits accrued for service to December 31, 1996, including the effect of an ad hoc adjust- 
ment to pensions as at January 1, 1997. The Actuarial Assets at that date were $22.527.203 million indicating an actuarial 
surplus of $2,867.077 million, of which $982.967 million has been allocated to a Funding Stabilization Reserve by the Board. 
The net actuarial liability in respect of the full earnings pension benefits accrued for service to December 31, 1996 (deter- 
mined using assumptions selected by the Board for purposes of the Consolidated Financial Statements) was $33.199 million, 


leaving an overall actuarial surplus of $2,833.878 million. 


The results of the actuarial valuation also indicated that the levels of member and employer contributions prescribed in the 
OMERS Regulations are sufficient to meet the Normal Actuarial Cost of benefits to be earned each calendar year until the 


next actuarial valuation is performed. 


We have considered the likely development of the Actuarial Liabilities during 1997 taking into account amendments made to 


the Plan up to December 31, 1997. Further, we have calculated the Actuarial Assets at December 31, 1997. 


We are of the opinion, in accordance with generally accepted actuarial principles, that the assets of the Fund at December 31, 


1997 are sufficient to meet all the liabilities of the Plan in respect of benefits accrued for service to that date. 
Respectfully submitted 
WATSON WYATT & COMPANY 


Nero ae 


Martin J.K. Brown, ELA. 
Fellow, Canadian Institute of Actuaries 


March 27, 1998 
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TO THE ONTARIO MUNICIPAL EMPLOYEES RETIREMENT BOARD 


We have audited the consolidated statement of net assets of the Ontario Municipal Employees 
Retirement Fund as at December 31, 1997 and the consolidated statement of changes in net assets for 
the year then ended. These financial statements are the responsibility of the Fund's management. Our responsibility is to 


express an opinion on these financial statements based on our audit. 


We conducted our audit in accordance with generally accepted auditing standards. Those standards require that we plan and 
perform an audit to obtain reasonable assurance whether the financial statements are free of material misstatement. An audit 
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit 
also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating 


the overall financial statement presentation. 


In our opinion, these consolidated financial statements present fairly, in all material respects, the net assets of the Fund as at 
December 31, 1997 and the changes in its net assets for the year then ended in accordance with generally accepted account- 


ing principles. 


Wes 


Chartered Accountants 
Toronto, Canada 


March 27, 1998 
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CONSOLIDATED STATEMENT OF NET ASSETS 


As at December 31, (000's) 1997 1996 
ASSETS 
Investments (note 2) $ 29,376,214 $ 25,615,971 
Accrued income 132,917 112,958 
Amounts due from pending trades 111,033 156,784 
Contributions receivable 73,010 67,211 
Other assets (note 4) 34,398 40,970 
Total Assets 29,727,572 25,993,894 
See Be oe ng a eT ceo Bor op ec ace ce MRC eon se a Oe OEY 
Due to administered pension funds (note 5) 394,844 341,244 
Amounts payable from pending trades 102,074 155,695 
Other pension liabilities 122,297 118,677 
Total Liabilities 619,215 615,616 
NET ASSETS (note 6) $ 29,108,357 $ 25,378,278 


The accompanying notes to consolidated financial statements are an integral part of this statement. 


Signed on behalf of the Board 


Member 


CONSOLIDATED STATEMENT OF CHANGES IN NET ASSETS 


For the year ended December 31, (000's) 1997 1996 
INCREASES IN NET ASSETS 
Contributions (note 7) $ 889,546 $ 881,886 
Net investment income (note 8) 3,692,175 4 074,006 
Total Increase 4,581,721 4,955,892 
Eee se a preree re er eee re rete rc oe T ES ee aE EPCOT EEO NEO SATO oer a TI EC SOE 
Benefits (note 9) 811,338 Faas 
Administrative expenditures (note 10) 40,304 34,571 
Total Decrease 851,642 790,310 
a sna r oe oe IT ee ee rere rere eee oe ae Sree actors SOARS : ; : = ; me 
Net assets at beginning of year 25,378,278 21,212,696 
NET ASSETS AT END OF YEAR $ 29,108,357 $ 25,378,278 


The accompanying notes to consolidated financial statements are an integral part of this statement. 
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YEAR ENDED DECEMBER 31, 1997 


GENERAL 

The Ontario Municipal Employees Retirement System (OMERS or the System) is a multi-employer pension plan which operates 
as the Ontario Municipal Employees Retirement Fund (the Fund) as provided in Section 5 of the Ontario Municipal Employees 
Retirement System Act (OMERS Act). The System provides pensions for employees of Ontario municipalities, local boards, pub- 


lic utilities and school boards (non-teaching staff). 


The Fund is a contributory defined benefit pension plan which is financed by equal contributions from participating employers 
and employees, and by the investment earnings of the Fund. The Fund is registered under the Ontario Pension Benefits Act, 
Registration #0345983. 


The normal retirement age is 65 years for all OMERS members except police officers and firefighters, who may have a normal 
retirement age of 60 years. The normal retirement pension is calculated using a member’s years of credited service and the 
average annual earnings during the member's highest five years of contributory earnings. The pension is integrated with the 


Canada Pension Plan. 


The Pension Benefits Act (PBA) of Ontario requires that participating employers fund the benefits determined under the plan. In 


accordance with the PBA the determination of the value of these benefits is made on the basis of a periodic actuarial valuation. 


In addition to the normal retirement benefit described above, early retirement benefits, death benefits, disability waivers and 
pensions, and termination benefits are available to members who meet the plan requirements. Complete information may be 
found in the OMERS Act and Regulation or by contacting OMERS. 


SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
Basis of Presentation 
These financial statements are prepared on a going concern basis and present the information of the Ontario Municipal 


Employees Retirement Fund as a separate financial reporting entity independent of the sponsors and plan members. 


The preparation of financial statements in conformity with generally accepted accounting principles requires management to 
make estimates and assumptions that affect the reported amounts in the consolidated statement of net assets and the consoli- 


dated statement of changes in net assets. Actual results could differ from these estimates. 
Certain comparative data has been restated to conform with the current year presentation. 


Consolidation 
The consolidated financial statements include the financial statements of OMERS, its subsidiaries holding real estate, mortgage, 
private equity and resource investments, and the proportionate share belonging to OMERS of the assets, liabilities, and operat- 


ing income of real estate properties jointly owned with others. 


Investments 

Investments are recorded as of the trade date and are stated at fair value. Fair value amounts represent estimates of the consid- 
eration that would be agreed upon between knowledgeable, willing parties who are under no compulsion to act. It is best evi- 
denced by a quoted market price, if one exists. The calculation of estimated fair value is based on market conditions at a specific 


point in time and may not be reflective of future fair values. 
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The difference between the value of an asset at the time it was acquired and its current fair value takes into account changes 
in market rates and portfolio credit risk that have occurred since original acquisition. The change in the difference between 
fair value and cost of investments at the beginning and end of each year is reflected in the statement of changes in net assets 


as unrealized appreciation of investments. 
Fair values of investments are determined as follows: 
i) Short-term deposits are recorded at cost, which approximates fair value. 


ii) Bonds, debentures, equities and resource properties are valued at year-end quoted market prices where available. 
Where quoted market values are not available, estimated values are calculated using discounted cash flows based on 


current market yields, comparable securities, independent asset appraisals, and financial analysis. 


iii) Real estate, composed primarily of income producing properties, is valued based on appraised values determined annu- 
ally by independent appraisers in accordance with generally accepted appraisal practices and procedures, based mainly 
on discounted cash flows. In performing the appraisals, certain assumptions are made with respect to future economic 
conditions and rates of return. Jones Lang Wootton Canada Inc. and Colliers Macaulay Nicolls Inc. are the firms of 


independent appraisers used. 


iv) Mortgages and private debt are valued using discounted cash flows based on current market yields for instruments of 


similar risk. 


vy) — Interest rate swaps, bond and equity index swaps, bond futures contracts, equity index futures contracts, and forward 
foreign exchange contracts are valued at year-end market prices determined by quoted market values where available 


or discounted cash flows using current market yields, where quoted market values are not available. 


Investment income, which is recorded on the accrual basis, includes dividends, interest income, and real estate operating 
income, gains and losses that have been realized on disposal of investments as well as the unrealized appreciation in the fair 


value of investments. 


Non-Investment Assets 
The fair value of contributions receivable, accrued income, amounts due from pending trades, other assets, due to adminis- 


tered pension funds, amounts payable from pending trades and other pension liabilities approximate their carrying amounts. 


Foreign Currency Translation 
Foreign currency denominated transactions, as well as amounts carried at cost in the financial statements, are translated into 


Canadian dollars at the rates of exchange on the dates of the related transactions. 


The fair values of foreign currency denominated investments included in the statement of net assets are translated into 
Canadian dollars at the year-end rate of exchange. Foreign exchange gains and losses arising from this translation are 


included in unrealized appreciation of investments. 
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NOTE 1 - RESPONSIBILITIES OF THE ACTUARY AND EXTERNAL AUDITORS 

The actuary is appointed by the OMERS Board. It is the actuary’s responsibility to carry out regular valuations of the actuarial 
liabilities of the System in accordance with accepted actuarial principles and report thereon to the Board. The actuary’s 
opinion is set out in the Actuarial Cost Certificate. In performing the valuation, the actuary values the benefits provided under 
the System using appropriate assumptions about future economic conditions (such as inflation, salary increases, and invest- 
ment returns) and demographic factors (such as mortality and turnover rates and retirement ages). These assumptions take 


into account the circumstances of OMERS and its members and pensioners. 


The external auditors are appointed by the Board. Their responsibility is to report to the Board regarding the fairness of pre- 
sentation of OMERS net assets, and changes in net assets as shown in the annual consolidated financial statements. The 
external auditors make use of the work of the actuary for the actuarial liabilities as disclosed in the notes to the financial 
statements, in respect of which the actuary has given an opinion. The auditors’ report outlines the scope of their examination 


and their opinion. 


NOTE 2 - INVESTMENTS 


(000's) 1997 1996 


Fair Value Cost Fair Value Cost 


INTEREST BEARING INVESTMENTS 


Cash and short-term deposits $ 2,759,724 $ 2,759,724 $ 1,760,895 $ 1,760,895 
Canadian bonds and debentures 5,271,673 4,722,144 4,616,930 4171,657 
Non-Canadian bonds 1,216,488 1,180,143 446,098 435,283 
Private debt 112,958 109,739 92,222 89,887 
Mortgages 1,264,420 1,206,501 1,637,479 1,489,209 

$ 10,625,263 $ 9,978,251 $ 8,553,624 $ 7,946,931 


NON-INTEREST BEARING INVESTMENTS 


Canadian equities 10,366,016 6,509,617 9,832,536 6,469,055 
Non-Canadian equities 5,181,943 3,850,514 4 357,748 3,471,810 

Real estate 2,129,349 2,875,601 2,450,121 2,786,266 
Resource properties 55,761 48,295 93,964 44 486 
Canadian private equities 227,551 157,735 133,005 125,166 
Non-Canadian private equities 190,331 158,597 234,973 203,645 

$ 18,750,951 $ 13,600,359 $ 17,062,347 $ 13,100,428 

TOTAL INVESTMENTS $ 29,376,214 $ 23,578,610 $ 25,615,971 $ 21,047,359 


Included as mortgages are $51,000,000 (1996 - $69,341,000) of properties acquired by OMERS on foreclosure. These proper- 
ties are held for sale and are carried at appraised values based on OMERS best estimate of the properties’ net realizable value. 
Income earned on these assets in 1997 was $3,209,858 (1996 - $1,587,000). 
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NOTE 2 - INVESTMENTS (continued) 


Term to maturity classifications of interest-bearing investments are based upon the contractual maturity of the securities and 


are as follows: 


(000’'s) 1997 1996 
Term to Maturity 

Within 1to5 Over 5 Average Average 
1 Year Years Years Total Effective Total Effective 
($) ($) ($) ($) Yield ($) Yield 
Cash and short-term deposits 2,759,724 - - 2,759,724 3.97% 1,/60,895 3.05% 
Canadian bonds and debentures 62,094 1,632,370 3,577,209 5,271,673 5.75% 4 616,930 6.77% 
Non-Canadian bonds 24,457 569,657 622,374 1,216,488 5.39% 446,098 5.80% 
Private debt 25,018 19,715 68,225 112,958 7.54% 92,222 8.26% 
Mortgages 279,528 601,384 383,508 1,264,420 7.44% 1,637,479 6.10% 
TOTAL 3,150,821 2,823,126 4,651,316 10,625,263 5.47% 8,553,624 5.84% 


Average effective yield is based upon fair value as at the year-end date. 


Cash and short-term deposits include backing assets for derivative instruments. The average effective yield adjusted for inter- 


est rate derivative instruments is 4.5% (1996 - 3.6%). 


Canadian bonds and debentures primarily consist of Government of Canada and Provincial Government debt. Corporate debt 


comprises 3.9% (1996 - 4.4%) of the Canadian bonds and debentures. Non-Canadian bonds are liquid and tradeable govern- 


ment debt issues consisting primarily of the 12 member countries of the Organization for Economic Co-operation and 


Development. 


At December 31, 1997 the Fund held the following investments, each having a fair value or cost exceeding 1% of the fair 


value or cost of total investments: 


($000's) 1997 Aggregate 1996 Aggregate 
Number of Number of 
Investments Fair Value Cost Investments Fair Value Cost 
Canadian equities 6 2,171,566 867,310 5 1,586,410 814,465 
Real estate properties 2 693,000 621,400 4 SOB a7) 1,056,933 
Canadian bonds and debentures 2 578,270 472,040 D 590,671 902,001 
10 3,442,836 1,960,750 11 3,170,458 DS a9, 
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NOTE 2 - INVESTMENTS (continued) 
Real estate investments above include ownership interest in the following properties, each of which are located in Toronto, 


Ontario: Scarborough Town Centre; and Yorkdale Shopping Centre. 


OMERS holds a number of its real estate investments through joint ventures. The fair value of OMERS proportionate share in 
these assets was $1,238,375,000 at December 31, 1997 (1996 - $1,182,580,000). The net income earned from OMERS invest- 
ment in joint ventures was $65,528,000 for the year ended December 31, 1997 (1996 - $88,961,000) and is included in net 


investment income from real estate. 


OMERS has guaranteed certain of the obligations of its joint ventures and is contingently liable for the obligations of its asso- 
ciates in certain joint venture developments. The assets of the joint ventures are available and are sufficient for the purpose 


of satisfying such obligations. 


OMERS adheres to the concept of risk diversification in its investment policy. Part of this diversification is achieved through 
utilization of foreign investments. The two major foreign currencies represented in the Fund at December 31, 1997 are U.S. 
Dollars which represents 11.89% of the total fund (1996 - 8.37%), and Japanese Yen which represents 3.03% of the total fund 
(1996 - 3.48%). 


OMERS participates in a securities lending programme whereby it lends securities it owns to others. For securities lent, 
OMERS receives a fee as well as receiving securities of equal or superior credit quality as collateral. As at December 31, 1997, 
securities with an estimated fair value of $782.5 million (1996 - $536.0 million) were loaned out, while securities received 


and contractually receivable as collateral had an estimated fair value of $821.6 million (1996 - $562.8 million). 


NOTE 3 - DERIVATIVE FINANCIAL INSTRUMENTS 
The Fund uses derivative financial instruments, when appropriate, in the administration of its asset/liability management and 


to assist in the management of financial risks, including foreign exchange risks. 


Derivative financial instruments are financial contracts, the value of which is derived from underlying assets or interest or 
exchange rates. Derivatives transactions are conducted in the over-the-counter market directly between two counterparties or 


on regulated exchange markets. Types of contracts currently entered into by OMERS include: 


e Swaps, which are contractual agreements between two parties to exchange fixed and/or floating rate payments based 


on a notional value. 


e Forwards and futures, which are contractual agreements to either buy or sell a specified currency or financial 
instrument at a specific price and date in the future. Forwards are customized contracts transacted in the over-the- 
counter market. Futures are transacted in standardized amounts on regulated exchanges and are subject to daily 


cash margining. 


The Fund is exposed to credit-related losses in the event of non-performance by counterparties to derivative financial instru- 


ments. In order to mitigate this risk, OMERS: 


e deals only with highly rated counterparties, normally major financial institutions with minimum credit standard of “A” 


rating, as supported by a recognized credit rating agency; 
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NOTE 3 - DERIVATIVE FINANCIAL INSTRUMENTS (continued) 


° enters into derivative investment activities in combination with the cash and short-term deposits portfolio; 
° enters into derivatives only on an unlevered basis; and 
° arranges either master netting agreements or other credit risk mitigation in the form of up front collateral or quarterly 


prepayments of the fair value of the contract on all derivative transactions. 


Credit risk on futures contracts is minimal as the counterparty is an exchange rather than a corporate entity and contracts 


are marked to market and margin receivables and payables are settled in cash daily. 


OMERS credit risk exposure is represented by the receivable replacement value of contracts with counterparties, less any pre- 
payment collateral or margin received, as at the reporting date. Credit risk represents the maximum amount that would be at 
risk as at the reporting date if the counterparties failed completely to perform under the contracts, and if the right of offset 


proved to be non-enforceable. 


All derivative instruments mature within one year except interest rate swap contracts with a notional value of $520,000,000 
(1996 - $235,000,000) that mature between 2002 and 2004. 


The following table summarizes OMERS derivative portfolio and related credit exposure: 


° Notional value: represents the amount to which a rate or price is applied in order to calculate the exchange of cash 
flows. 
° Replacement cost: represents the cost of replacing, at current market rates, all contracts which have a positive fair 


value. The amounts do not take into consideration legal contracts which permit offsetting of positions or any collateral 


which may be obtained. 


(000's) 1997 1996 
Fair Value Credit Risk Credit Risk 
Notional Gross Gross (replacement Notional (replacement 
Value Assets Liabilities cost) Value cost) 
Interest rate swap contracts  $ 520,000 $ 21,164 $ - $ 21,164 $ 235,000 $ 11,301 
Bond index swap contracts - - - - 200,000 2,309 
Equity index swap contracts 420,409 8,435 (20,990) 8,435 220,500 8,243 
Bond futures contracts 143,545 710 - 710 52,341 
Equity index futures contracts 892,927 435 (1,235) 435 412,470 120 


Forward foreign 


exchange contracts 1,065,777 9,649 (3,966) 9,649 442,689 8,579 


TOTAL $ 3,042,658 $ 40,393 $ (26,191) $ 40,393 $ 1,563,000 Smee Peay 
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NOTE 4 - OTHER ASSETS 


(000’s) 1997 1996 
Long term receivables (1) $ 27,777 $ 34,981 
Other receivables 6,621 5,989 

$ 34,398 $ 40,970 


(1) Under the terms of the OMERS Act and Regulation certain participating employers have entered into agreements with 
the Board for the provision of supplementary benefits for past service. Each employer is responsible, individually, for 
the funding of such benefits based on separate actuarial valuations. Amounts due from employers in respect of these 
agreements are recorded as long-term receivables to be paid, with interest, over a period not to exceed fifteen years. 
The fair value of the long-term receivables, which are valued using discounted cash flows using current market yield, 
is approximately $27,654,000 (1996 - $35,785,000). 


NOTE 5 - DUE TO ADMINISTERED PENSION FUNDS 

The managed pension plans which form part of the Fund are administered on behalf of The Board of Trustees of the Ryerson 
Polytechnic University, and the Minister of Energy for the Province of Ontario (The Ontario Hydro Guarantee Fund), and are 
credited with amounts based upon their proportionate share of the investments of the Fund, at fair value. The Ontario 
Municipal Employees Retirement Board is authorized under the terms of the various management agreements to recover its 


expenses for administering the aforementioned plans. 


NOTE 6 - NET ASSETS 

The actuarial present value of accrued benefits is a calculation of the value of pension and other benefit obligations of 
OMERS in respect of benefits accrued to date for all active and inactive members of OMERS. This obligation is measured 
using actuarial assumptions and methods adopted by management as long term best estimates of OMERS future experience. 
Since there is no intention of extinguishing the obligations in the near term, the fair value is best approximated by using the 
same actuarial basis. As underlying conditions change over time, management's best estimate assumptions may also change, 


which could cause a material change in the actuarial present value of accrued benefits. 


The following actuarial assumptions have been used in the actuarial valuations of OMERS: 


1997 1996 
Assumed rate of inflation 4.0% 40% 
Assumed rate of pensionable earnings increases 5.5% 5.5% 
Assumed actuarial rate of return on plan assets 7.5% 7.5% 


The extrapolation of the actuarial valuation to December 31, 1997 which follows, takes account of amendments made to the 
plan up to December 31, 1997, except for the Five Year Initiative, which is reported on separately. The 1996 comparative 


amounts have been restated to reflect the actuarial valuation conducted as of December 31, 1996. 
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NOTE 6 - NET ASSETS (continued) 


(000's) 1997 1996 
Fair value of net assets at end of year” $ 29,100,759 Wy 25), HIM 
Adjustment to the fair value for actuarial purposes (3,310,250) (2,845,094) 
Actuarial value of net assets at end of year 25,790,509 22,527,203 
Actuarial present value of accrued pension benefits at beginning of year 19,660,126 18,529,599 
Ad hoc increases to pension benefits 37,000 SIA 
Interest accrued on benefits 1,478,000 1,394,771 
Benefits accrued 893,000 981,919 
Benefits paid (811,338) (755,739) 
Experience gains (681,788) (521,635) 
Actuarial present value of accrued pension benefits at end of year™* 20,575,000 19,660,126 
Full earnings pension assets 7,598 5,981 
Full earnings pension liability 37,000 39,180 
Net liability of full earnings pension 29,402 3), 1S) 
20,604,402 19,693,325 

Excess of actuarial value of net assets over actuarial 
present value of accrued pension benefits $ 5,186,107 $ 2,833,878 


*Excludes full earnings pension assets 


**Bofore consideration of the Five Year Initiative 


A portion of the excess of actuarial value of net assets over the actuaria 


allocated by the Board to a Funding Stabilization Reserve. The amount of this reserve for 1997 is $1,029 million 


million). 


| present value of accrued pension benefits has been 
(1996 - $983 


The full earnings pension benefit was set up within the OMERS Act and Regulations for those members with earnings 


exceeding the amount that generates the maximum pension allowed by the Income Tax Act. 


Five Year Initiative 


The actuarial valuation of the plan at December 31, 1996 indicated a surplus of $2.867 bil 


lion (excludes net liability of full 


earnings pension $0.033 billion), giving the plan a funded ratio of 115%. Under the provisions of the Income Tax Act, steps 


must be taken to reduce the funded ratio below a maximum level of 110%; 


to accomplish this. 


In anticipation of the growing funded ratio, during 1997, the OMERS Board pro 


the following changes to OMERS: 
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a reduction in surplus of $0.901 billion is required 


posed and the Ontario Government approved 
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NOTE 6 - NET ASSETS (continued) 


(1) Members’ and employers’ contributions have been reduced by two percentage points, effective in 1998, The new rates 


are: 

° for Normal Retirement Age 65: 4.0% of contributory earnings up to the Yearly Maximum Pensionable Earnings 
(YMPE), 5.5% on contributory earnings above the YMPE; 

° for Normal Retirement Age 60: 5.0% of contributory earnings up to the Yearly Maximum Pensionable Earnings 


(YMPE), 6.5% on contributory earnings above the YMPE, 


The reduction in contributions is intended to last five years, but there will be a review of the plan surplus each year to deter- 


mine the size and expected period of any continuing reduction. 


(2) The age plus years of service factor which entitles members to an unreduced early retirement pension has been 
reduced from 90 for Normal Retirement Age 65 members and 85 for Normal Retirement Age 60 members to 85 and 80 


respectively for members who retire on or after November 30, 1997 and on or before December 31, 2002. 


(3) The early retirement reduction factor for members not entitled to an unreduced early retirement pension has been 
reduced from 5.0% per year to 2.5% per year for members who retire on or after November 30, 1997 and on or before 
December 31, 2002. 


(4) Survivor pensions have been increased from 60.0% to 66.67 % effective January 1, 1998. 


(5) All pensions for retired and deferred vested members of OMERS have been increased, if necessary, to match the 
increase in inflation from date of retirement or termination to January 1, 1998. Similar increases have been applied to 


the deemed earnings of members on disability waiver. 


The changes described above, plus the ad hoc inflation adjustment granted at January 1, 1998, are expected to reduce the 
surplus by $0.557 billion as at December 31, 1997. The surplus will be further reduced by approximately $0.3 billion during 
1998 and each subsequent year while the contribution reduction is in effect. In combination, these measures will eliminate 


the excess surplus identified in the December 1996 actuarial report. 


NOTE 7 - CONTRIBUTIONS 


(000's) 1997 1996 
Members $ 427,708 $ 429,952 
Employers, current service 427,108 429,952 
Employers, long-term receivables and interest thereon (note 4) 20,904 7,500 
Transfers from other pension plans 6,476 8,599 
Other contributions 6,750 5,883 

$ 889,546 $ 881,886 
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NOTE 8 - NET INVESTMENT INCOME 


(000's) 1997 1996 
Short-term deposits $ 64,199 $ 48,801 
Canadian bonds 378,497 312,602 
Non-Canadian bonds 42,115 27,/91 
Private debt 10,828 9,938 
ortgages 145,926 138,769 
Canadian equities 183,510 214,390 
Non-Canadian equities 78,745 62,218 
Real estate 183,746 180,638 
Resource properties (769) (1,666) 
Canadian private equities (17,151) (3,795) 
Non-Canadian private equities 6,959 3,030 
Derivative instruments (1) 94,029 70,411 
1,170,634 1,063,087 
Realized gains on disposal of investments 1,354,525 972,255 
Unrealized appreciation in fair value of investments 1,228,993 2,102,582 
3,754,152 4,137,924 

Less income credited to: 
Administered pension funds (50,572) (55,114) 
Provision for supplementary retirement benefits (11,405) (8,804) 
$3,692,175 $4,074,006 


“Derivative instruments include realized and unrealized income. 
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NOTE 9 - BENEFITS 


(000's) 1997 1996 
Members’ pensions $ 698,904 $ 661,454 
Members’ contributions plus interest refunded 103,489 88 460 
Transfers to other pension plans 8,945 5,825 
$ 811,338 $ 755,739 
NOTE 10 - ADMINISTRATIVE EXPENDITURES 
a) Operating Expenses 
(000's) 1997 1996 
Personnel services $ 20,714 $ 18,517 
Transportation and communication 1,568 1,452 
Actuarial services 282 430 
Audit services 366 262 
Legal services 391 94] 
Other professional services 1,153 568 
Occupancy costs and municipal taxes 2,281 1,884 
Systems development purchased services 4,371 2,445 
Other purchased services 5,034 5,107 
Equipment and depreciation 2,858 2,248 
Materials and supplies 1,286 Pe 
$ 40,304 $ 34,571 
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NOTE 10 - ADMINISTRATIVE EXPENDITURES (continued) 


b) Compensation 


The following information is furnished in compliance with the Public Sector Salary Disclosure Act, 1996. 


Employee Position Held 1997 Compensation* * Taxable Benefits 
B. Bale Senior Portfolio Manager, Core Fund $ 120,968 $ 334 
M. Beswick Senior Vice President, Pensions 156,986 4872 
D. Biggs* Vice President, Bonds & Cash Management 158,641 480 
J. Bule Vice President, Corporate Planning & Budget 110,114 381 
L. Burgess Senior Portfolio Manager, Private Placements 107,704 337 
R. Churcher* Vice President, Properties (ORC) 130,047 9,400 
L. Clark Vice President, Economic Policy & Strategic Research 101,403 366 
P. Friend Senior Portfolio Manager, Private Placements eka 359 
E. Funston Vice President, Pension Administration 122,444 403 
W. Gladstone Senior Vice President, Finance & Administration 196,986 53d 
T. Gunn Senior Vice President, Investments 215,707 704 
C. Huang Portfolio Manager, Money Market & Foreign Exchange 101,325 294 
J.M. Knowlton Senior Vice President, Finance & Treasurer (ORC) 187,959 9,578 
T. Lal Portfolio Manager, Foreign Bonds Z3oi) 327 
M. Latimer Managing Director (ORC) 30,000 369 
D. Leckman Vice President, Public Market Equities 154,636 495 
M. MacDonald Vice President, Investment Services 107,797 374 
J. R. Morrison Senior Vice President, Properties (ORC) (e7-S5g 9,578 
D. Peto Manager, Equity Trading 108,660 348 
G. Platt Senior Vice President, Human Resources 122,068 43) 
S. Richardson Portfolio Manager, Canadian Core Bonds 108,586 334 
D. Richmond President & CEO 214,589 8,231 
C.R. Vaillancourt Vice President, Information Services 134,891 460 


* no longer employed by OMERS or OMERS Realty Corporation 


** compensation includes salary, performance awards, and other payments excluding taxable benefits 
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Our VISION 
> OMERS will be an autonomous, self-funded pension plan 
managed by and for its members and employers. 


> OMERS will provide a choice of pension options for employees 
engaged in the delivery of local government services. 


> OMERS will keep its “pension promise” through prudent 
investment and cost effective management. 

Our Core VALUES 

> We provide high quality service to all our clients. 


> We treat each other with respect, fairness, trust and dignity. 
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Profile 


The Ontario Municipal Employees Retirement System (OMERS) is a defined benefit 
pension plan financed by equal contributions from participating employers and 


employees as well as by investment earnings of the OMERS Fund. 


As of December 31, 1998, there were 1,089 participating employers consisting of 493 
municipalities, 135 school boards, 192 public utilities, and 269 other local employers, 
including children’s aid societies, library boards and health units. The plan has 
approximately 270,000 members — inc luding 190,000 active members and 72,000 retirees 
and their dependents. The plan includes more than 49 union and employee associations. 
OMERS is governed by a 13-member board. Six represent employers, six represent 
members (including one pensioner representative) and one represents the Government 


of Ontario. 


Employer Profile Member Profile 


@ Municipalities 45% B Actives 70% 
School Boards [ie HB Pensioners oM| 
Public Utilities 18 Deferreds 3 

HB Other/Local Boards 25 B@ Spouses/Children 6 
Total 100% Total 100% 


1998 HIGHLIGHTS 
Growth in value of accrued pension benefits: $1.02 billion, up 5% 


Estimated current surplus: $6.1 billion 
Pensioner payroll: $761 million, up 9% 


Pensioner population: 72,000, up 4% 


Investment returns: 1998 - 10.1%, 4 years - 14.5%, 1lOvvears = 112% 


> 
> 
> 
> 
> Contributions by employers and plan members: $372 million” 
> 
> Net assets: $31.4 billion, up 8% 

> 


Surplus management initiatives: 
> savings of $2 billion over five years to members and taxpayers 


> improved benefits for members including enhanced early 
retirement provision until 2002 


> improved benefits for pensioners including ad hoc pension 
increase to bring all pensions up to 100% inflation protection 


(*In 1998, contributions were reduced by about 1/3 until July 31 and then a full contribution holiday 


was in effect from August.) 
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A Special 35th Anniversary Message 


I congratulate OMERS on its remarkable achievements over the past 35 years. 
Its success is proof of what an organization can accomplish when it is allowed to 
move from under the total control of government. 

For its first 11 years, OMERS was restricted to investing in Ontario debentures. 
That guaranteed the government access to readily available capital. But it didn't 


produce the best financial returns for plan members. 


In 1974, the Ontario government set OMERS free to make its own investments. 
I am pleased to have been associated with that decision. History has shown that 


it was the right thing to do in reducing pension costs and keeping contribution 


rates down. 


OMERS ranks today as one of Canada’s largest and best run pension plans. The 
nearly 100 individuals who have served on its board of directors over the years, 
and its successive management teams, are to be commended for continuously 


operating the plan with a surplus and delivering the pension promise. 


W. Darcy McKEOUGH 
FORMER TREASURER OF ONTARIO 
AND MINISTER OF MUNICIPAL AFFAIRS 


wl 


Chair’s Report 


On January 1, 1963 OMERS enrolled its first 8000 members who worked for about 160 


local government employers. 


Much has changed in the past 35 years. Membership has escalated. So has the number 
of participating employers. Fund net assets have grown from $5 million to $31.4 billion. 
Benefits have been improved on a regular basis, including adjustments for inflation. 


Today, the basic pension is based on 2% of the member's highest consecutive 
: 2 med : 7 7 “The ultimate goal should be to 
five-year average earnings per year of credited service, consistent with other oe g 


public sector plans. At 65, the OMERS pension is integrated with Canada hand over full control of OMERS to 
Pension Plan benefits. The average pension for a member retiring in 1998 oe: 

was $14,660. ils membership without provincial 
Our track record over the past 355 years is one of “keeping the pension involvement. However, this should be 
promise”, 


done in such a manner as to ensure 
OMERS has: 


that employer interests are protected.” 


» delivered the pension services that members and employers expect; 
>» prudently managed investments to keep the plan fully funded; DAviD CROMBIE 
CHAIR, WHO Does WHAT PANEL 


Memorandum to Minister of Municipal Affairs and 
» managed the surplus to save plan members and local taxpayers more Housing, August 14, 1996 


> improved benefits, but only when the plan could afford them; 


than $2 billion over five years through contribution reductions; and 


» developed a package of further contribution changes that, if approved by the 


government, will save members and local taxpayers another $4.2 billion. 


The provincial government has no financial risk in OMERS — and yet still has total 
control over the plan’s provisions and appointment of directors. After 35 years of results, 
we believe that autonomy for OMERS is very much an idea whose time has arrived. The 
current government is committed to finding better ways to provide public services in a 
more flexible, less costly and more responsive manner. An autonomous OMERS fits with 
this objective. 

Allowing the municipal sector to manage its own pension plan will free the province of 
the responsibility and costs of approving changes to the plan and making Board 
appointments. The current process is inconvenient, frustrating and slow for both the 
province and OMERS. 

The quest for autonomy will remain a strategic priority for the Board so that local 
employers and employees can take full charge of their future and the plan that they, and 
they alone, pay for. 

The Board has, and will continue to count on the support and leadership of OMERS 


senior management to fulfil this mandate. 


ROGER RICHARD 
CHAIR 
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President’s Report 


This is a time of great stress for many plan members as amalgamation, downsizing and 
restructuring change their employment and the way some things are done by local 


governments. 


During this period of anxiety, OMERS remains committed to the promise it made 35 
years ago — to guarantee the retirement income of a wide spectrum of workers in every 
Ontario community — secretaries, children’s aid workers, maintenance staff, nurses, 
police officers, firefighters, utility inspectors, administrators, gardeners, engineers — the 


list goes On. 


Excess Surp_us 

In delivering the pension promise over the past three-and-a-half decades, OMERS has 
grown into one of the largest pension funds in Canada. In recent years, we have been 
fortunate to earn high investment returns during a protracted period of low inflation 
rates and low wage growth. The result is a large surplus of assets over the value of 


pensions promised to members. 


Despite our size and growing investment sophistication, we have not lost sight of the 
fact that we are an integral part of the communities of Ontario. That is where the plan's 
money comes from in the form of contributions. That is where it flows back to every 
year in benefits. 

The plan also looks for prudent opportunities to invest in the infrastructure of Ontario. 
For an institution like OMERS, investment in infrastructure is an opportunity to help 
the Ontario economy stay strong and competitive. A strong, productive economy 
improves living standards and will help generate the economic returns the plan needs 


to fulfil its pension promise. 


$2 BILLION IN LOCAL SAVINGS 

Recently, we strengthened the community link by introducing initiatives that will deliver 
savings of more than $2 billion to local workers, local employers and local taxpayers 
over five years by sharing the excess surplus in the plan. 

The plan surplus now exceeds the limit of 10% of liabilities allowed by the federal Income 
Tax Act. We have been managing the excess surplus to comply with this legislation. The 
equivalent of five percent of liabilities is set aside in a stabilization reserve as a cushion 
against short-term surprises from investment markets. The remaining funds are being 
reduced through a one-year contribution holiday, reductions in contribution rates after 
that, inflation protection for all current pensions, better benefits for surviving spouses, 


and improved early retirement benefits. 


These actions could not have come at a better time. We put two billion dollars into the 
pockets of 190,000 working people throughout the province to help strengthen 
community economic growth. We have supported thousands of early retirements to 
create job opportunities for young people. And we took about 300 million dollars in 
restructuring cost pressures off municipal governments, school boards and other local 


bodies to the ultimate benefit of millions of Ontario taxpayers. 


As the municipal world continues to change, the Board will continue to seek other ways 
to respond to the needs of our constituents beyond minimizing contribution rates and 


enhancing benefits. 


For example, members have long had the right to transfer their benefits to another plan 
when they change jobs within the public sector. Recently we changed the transfer 
options for plan members to include the transfer of their pensions to some non-public 
sector plans as well, and vice versa. Private sector employers who take over staff and 
services from local governments can now join OMERS. Individual choice and portability 


of pensions are enhanced. 


OuTLOOK 

Our commitment to making life better financially for employers, plan members, 
pensioners and local taxpayers does not end with the current surplus management 
initiatives. While we have kept the promises of the past, we will have new promises to 
make for the future. OMERS will likely continue to have surplus funds above the safety 
cushion. Consequently, we will continue to develop new proposals to benefit our 


members and Ontario taxpayers. 


Finally, | would like to thank the Board for its vision and leadership and our employees 
for their dedication and hard work. OMERS could not have achieved such consistently 


high results without their many contributions. 


om 


Dace E. RICHMOND 
PRESIDENT AND CEO 
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Mandate & Governance 


The purpose of the Ontario Municipal Employees Retirement System is to guarantee the 
retirement income of approximately 270,000 active members and pensioners. The plan is 
funded by equal contributions from employers and employees, and also by investment 
income from the OMERS Fund. The plan receives no money from the Ontario 


government. 


The OMERS mandate is set out in the OMERS Act and Regulation. Changes to the plan are 
made by the province at the request of OMERS. The plan must also conform to 
Ontario's Pension Benefits Act and Municipal Act and the federal Income Tax Act. 

A distinguishing feature of OMERS is its diversity. Contributing employers include large 
cities and regional governments as well as small towns and villages, along with school 
boards, libraries, hydro utilities, health care centres and children’s aid societies, The 
employees range from manual workers and part-time clerical staff to professionals, 
executives and elected officials. They are represented by more than 49 unions and 


employee associations. 


BoarD MEMBERSHIP 

Governance is vested in a 13-member board, composed of six employee representatives 
(including one pensioner) and six employer representatives. The 13th member is a 
provincial government official. Board members are appointed by Order in Council of the 


Lieutenant Governor of Ontario. 


Each Board member serves for a maximum of two three-year terms. About one-third of 
the Board changes every two years, ensuring a continuous combination of experienced 
directors and fresh participants. Board executive positions (chair, two vice chairs and the 


immediate past chair) are for one-year terms. 


The representative character of the OMERS Board has been highly effective over the 
past 55 years in keeping the pension promise and overseeing the prudent management 
of plan assets. 

The Board members have a good balance of work experience, skills and perspectives 
that reflect the plan's diversity. During 1998, the Board consisted of a mayor, a reeve, a 
municipal chief administrative officer, a school board financial executive, a public health 
nurse, a horticulturist, a police association administrator, a senior human resources 
manager, a firefighter, a conservationist, a utilities official, a pensioner, and a provincial 


director of municipal finance. 


ORIENTATION AND ONGOING EDUCATION OF REPRESENTATIVE BOARD 
Each new Board member receives an orientation and all Board meetings include an 
educational component on an aspect of plan administration, investment, fund valuation, 
or other matters. The continuing education series includes the Board's responsibilities 
and fiduciary duty in overseeing the prudent management of the plan in the best 
interests of beneficiaries. Each Board member has a budget to attend 


conferences and seminars that provide independent education and the Plan Expansion and 
opportunity to meet and exchange ideas with peers. As a result, the Board has Improved 


access to a large and established knowledge base. Governance 

ALIGNMENT OF INTERESTS Board governance 

Twelve of the 13 current members of the Board are plan members and it is a adopted — eleven 

constant reminder that policies and decisions must always be in the best member board appointed 


interests of all stakeholders. Alignment of interests are especially important 
during times of change in local governments and school boards, involving 


downsizing, restructuring and amalgamation. 


The Board's governance is focused on stabilizing contribution rates, maximizing 
investment returns while avoiding undue risks, and proactively managing the surplus of 
assets over liabilities. The Board requests provincial approval of enhanced benefits only 


when changes can be afforded. 


ACCESS TO EXPERTISE 
The Board has access to outside experts in plan administration and fund investment as 
well as staff professionals in these and other fields. The Board also requires full and 


open explanations from all parties. 


The oversight and questioning provided by the Board, which is regularly energized by 
the appointment of new members, has kept accountability to plan members at the 


centre of the governance process. 


DIVISION OF POWER AND RESPONSIBILITIES 
Day-to-day management of OMERS is delegated to the chief executive officer. The Board 
appoints the CEO, who is not a member of the Board, and reviews his performance 


annually. 


The CEO selects the management team, which consists of four senior vice presidents 
responsible for pension services, investments, finance & administration, and corporate 
affairs. The role of management is to implement the pension, investment and 
organizational policies approved by the Board. 

The Board retains responsibility for OMERS strategic direction, organizational 
effectiveness, allocation of financial resources, plan design (subject to provincial 
approval), the modification of contribution rates, the actuarial valuation on the financial 


condition of the plan, investment asset allocation, and executive compensation. 
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BOARD MEETINGS AND ATTENDANCE 
The Board meets 12 times a year, including two strategic planning sessions. There was 


virtually 100 percent attendance at all meetings in 1998. 


BOARD COMMITTEES 

The Board has four standing committees. The executive committee consists of the chair, 
first and second vice chairs, and immediate past chair. The other three standing 
committees — investment, pension and management - consist of all Board members. The 
executive and investment committees meet eight times per year; the pension and 


management committees meet four times per year. 


The Board also has two sub-committees. The audit sub-committee consists of the chair 
and vice chair of the management committee and the chairs of the pension and 
investment committees. The OMERS chair is also an ex-officio member. The audit sub- 
committee meets four times per year. The governance sub-committee consists of the 
immediate past chair, the chair, first vice chair, and vice chairs of the investment, 


pension and management committees. 


The executive committee handles Board affairs, provincial government relations, and 
organizational changes. The executive committee also acts as the compensation sub- 
committee and handles executive compensation and reviews the performance objectives 
for the president. 

The investment committee approves the long-term asset mix every four years, annually 
reviews investment policy and goals, and regularly reviews corporate governance 


policies and major investment decisions. 


The management committee has policy responsibility for human resources, the annual 
budget, the strategic plan, and the purchase of goods, services and equipment and 
technology systems. 

The pension committee oversees pension administration policies and plan financing 
associated with pension liabilities, appoints the independent actuary and reviews 


actuarial valuations, the stability of contribution rates and the cost of new plan benefits. 


The governance sub-committee reviews the mandate of the Board and its committees and 
evaluates the effectiveness of the Board on an annual basis. The sub-committee also 
reviews the Board orientation and education programs, the composition, qualifications, 
compensation and nomination process for Board members and will review other issues 


of OMERS governance that arise from time to time. 


The audit sub-committee oversees the plan’s financial affairs and reporting, reviews the 


annual financial statements, and recommends the appointment of the external auditor 


EFFECTIVE GOVERNANCE 
The effectiveness of the OMERS governance model is evident in 35 years of promises 


made and promises kept. 
The plan has consistently kept the pension promise. 


Over the years, the plan has improved benefits in step with their affordability and today 
the OMERS plan is competitive with the other major public sector pension plans. 


Currently, members are enjoying a contribution holiday. 

The plan has consistently had a surplus of assets over liabilities. 
The plan has been virtually fully funded over its 35 year history. 

The plan has consistently achieved long-term financial stability. 


A prudent investment policy is followed with the emphasis on moderate risk and 
reliable returns over the long term to deliver fully funded benefits to members. The 
bottom line benchmark is to exceed the level of inflation by 4.25 percent over the long 


term so that there is enough money to pay the pensions promised. 
The plan has consistently achieved its client service objectives. 


Paying pensions is job one. OMERS continues to be dedicated to providing high quality 
client service, ensuring that benefits are processed on a timely basis and that every 


pensioner receives his or her pension cheque, on time, every month. 
The plan has achieved strong investment returns. 


Investment performance in equity, fixed-income and real estate asset classes has equaled 
or exceeded the average performance of Canada’s 20 largest pension plans from 1991 to 

1998. Differences in total fund returns among plans primarily reflect differences in asset 

mix, such as one fund investing more aggressively in the stock market than another. 


OMERS has consistently met its long-term performance goals. 
The plan has achieved results at low cost. 


Annual operating costs of 24 basis points are low relative to the plan’s $31.4 billion in 
net assets. Since 1992 OMERS has been a leading participant in both investment and 
pension administration benchmarking surveys. These surveys consistently show OMERS 


to be cost effective. 
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Pension Services 


More than one-third of OMERS staff are involved in the delivery of pension services to 


active members through their employers and directly to retired members and their survivors. 


In response to widespread change in the local government sector and the changing needs 
of our clients, we are expanding services, improving benefits, modernizing pension man- 


agement systems and increasing communications with employers and members. 


EXPANDED PENSION ORGANIZATION 

For the first time in seven years, we recently expanded our Pension Division, adding 

25 new positions to bring staff to 112 employees. This change was necessary to support 
improvements in our client services. The Pension Division is committed to achieving 
excellence in customer service. The division frequently surveys its members to ensure 
programs are continually changing to meet their needs. 

Among other trends, changes in local employment conditions and the introduction of 
early retirement incentives, are placing greater demands on our services. In 1998, we 
received 10,325 requests for pension quotes (a 23% one-year increase) and 2,370 requests 
for termination quotes (a 78% increase). Growth in the number of retirees is expected to 
increase over the next few years as older employees take advantage of the early 


retirement incentives currently in place until December 31, 2002. 


We place great emphasis on communications, especially about plan changes. Our 
communications efforts are driven by our clients’ needs. We respond to personal 
requests for information as well as provide timely information on plan changes. Clients 
are provided with a wide variety of choices in how to access information, including the 


use of new technology. 


Ongoing communications with members and pensioners include newsletters, booklets, 
annual benefit statements, the annual report highlights, the Web site www.omers.com, a 
1-800 information service and information meetings around the province. For 
employers, we also produce newsletters, hold province-wide information meetings, 


conduct training seminars and provide a pension administration manual. 


PENSIONER SERVICES 

A large part of our work is providing the retirement income of former local government 
employees. In 1998, the plan paid out $761 million in pension benefits, a 9% increase 
over the previous year. At the same time, the pensioner population grew by 4% to 
72,000 people, including members receiving disability pensions, surviving spouses and 
dependent children. 

New retirements were 3,706 in 1998, compared with 2,778 a year earlier. Of the new 


retirements, 2,646 were early retirements. 


PLAN MEMBER PROFILE 

The retirement age for most plan members is 65. Normally they contribute 6% of salary 
up to the Year's Maximum Pensionable Earnings (YMPE), which is $36,900 for 1998, and 
75% beyond that. 


Approximately 15% of active plan members, mostly police officers and firefighters, are 
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eligible to retire at 60. Normally they contribute 7% of salary up to the YMPE and 8.5% Pancanermicia 


beyond that. 1998 


: Commencement Date 
All members receive a pension based on 2% of their best five consecutive years of 


earnings multiplied by their years of credited service to a maximum of 55 years. 
Members with 35 years of credited service no longer contribute. At age 65, the pension 


is adjusted to integrate with the Canada Pension Plan (at pension commencement for 


spousal pensions and disability benefits if the member is not yet 65). 


The pensions of individual members vary greatly, consistent with the inherent diversity 

of the OMERS plan. Salaries, for example, range from less than $10,000 a year for part- 

time employees, to $35,000 to $40,000 for many members, with a small number of senior 

municipal executives earning $120,000 to $160,000. The average salary is about $37,000 EB Child Pension 20 
Widow/Widower Pension 104 


BB Disability Pension 159 


Early Pension 2646 
MODERNIZING PLAN ADMINISTRATION @ Normal Pension 1060 


and the average pension of a member retiring in 1998 was about $14,660. 


We are completing a four-year program of modernizing plan administration. Computer 
systems are being consolidated and upgraded to better manage the collection and 
verification of member information and to maintain the accurate calculation and 


distribution of benefits. 


By the end of 1999 we expect to complete our Membership Services System (MSS) that 
will give us the speed, flexibility and functionality needed to improve the quality of 
pension services. It will also enable us to adapt more easily to the changing needs of 


employers and members as well as future changes in the plan. 


SHARING THE PLAN’S SURPLUS 
OMERS has two initiatives underway to manage the plan surplus that directly benefit Annual Number of New Pensions 
active members, pensioners and employers ~ a five-year surplus management initiative Set-up Over a Five Year Period 


and a one-year contribution holiday. The initiatives consist of: = 


> A one-year contribution holiday for employees and employers. 
4000 
Announced in June 1998, the one-year contribution holiday will last until July 31, 1999 


and save local governments and their employees about $900 million. In one year, this 5608 


initiative will leave over $2,200 of additional gross salary with the average member. 
Local governments, school boards, utilities and other bodies will save a dollar for every j999 
dollar saved by their employees. 


During the contribution holiday, members continue to earn credited service as if they 1000 : . 
were making contributions. Consequently, their pensions are not affected. 


om | 
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about one-third. HB New Normal Pensions 


f New Early Pensions 


> Following the current contribution holiday, employer and employee contributions will be cut by 


Contribution rates will be cut by two percentage points from August 1, 1999 until 


December 31, 2002, returning to normal levels on January 1, 2005. 


> Retired members, including members with deferred pensions and on disability waiver, receive fully 


indexed pensions. 


Over the years, protection against inflation has increased in step with the plan’s ability 


to afford improved benefits. OMERS has regularly “topped up” pensions against 
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inflation and in 1992 guaranteed 70% of the Consumer Price Index for all members on 
an ongoing basis. In 1998, all existing pensions were increased to 100% of the CPI since 
they began. In addition, based on the plan’s annual financial position, pensions have 
regularly been increased for inflation on an ad hoc basis. For many years, these 
increases have matched the rise in the CPL. 

> = The pensions of surviving spouses have been enriched. 

Since 1971, we have improved pensions for surviving spouses. In 1988, they were 
increased from 50% to 60% of the member's pension. In 1998, surviving spouse pensions 
were increased to 66.67%, the maximum allowed by the federal Income Tax Act. This 
change benefited about 14,000 existing surviving spouses and will benefit all future 


ones. Spouses with dependent children are currently entitled to a pension supplement 


from 66.67% to 75% of the member's pension. 

> = The early retirement provisions were enhanced. 

Members normally eligible to retire at age 65 with a 90 factor can take early retirement 
before December 31, 2002 based on an 85 factor (age plus years of credited and eligible 
service add up to 85) on or after age 55. Members normally eligible to retire at 60 can 
retire on an 80 factor instead of an 85 factor on or after age 50. Other members can take 
a 2.5% early retirement reduction, instead of the normal 5%, These provisions will help 


to save jobs and facilitate local restructuring. 


In addition to these initiatives already underway, OMERS has submitted an additional 
package of benefit changes to the Ontario government for approval. These proposals 
were developed after consultation with employer, employee and pensioner 
representatives and include both temporary and permanent plan changes. 


These proposals include: 


1. OMERS proposes to extend the contribution holiday until the end of 2001, subject 
to an annual review of the sufficiency of the plan surplus. Normal contribution 


levels will then be phased in to begin on January 1, 2004. 


Nh 


OMERS proposes to guarantee 100% inflation protection for all current and future 
pensions. If the Board receives government approval, annual ad hoc adjustments 
will no longer be necessary. 

5. OMERS proposes to provide up to 100% survivor benefits — a 66 2/3% spousal 


benefit plus 10% per dependent child up to a maximum of 100%. 


4. OMERS proposes to improve the early retirement incentive for three years January 
1, 1999 until December 31, 2001) to an 80 factor for those normally eligible to retire 
at 65 and a 75 factor for those normally eligible to retire at 60. In addition, members 
would be able to retire up to 15 years before their normal retirement date, rather 


than 10 years as at present. 


5. OMERS proposes to adjust the way we calculate the offset for the CPP in the 
pension formula. The CPP has introduced new pension calculations that effectively 
reduced benefits to our members. We would revise the CPP offset formula from 
0.7% per year of credited service at age 65 to 0.675%, and move to a five-year 
average of the Year's Maximum Pensionable Earnings which means that OMERS 


will pay more lifetime retirement benefits. 
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Investment Services 


The financial focus of OMERS is to maintain stable contribution rates and to ensure that 
the pension plan has sufficient assets over the long term to pay the pensions promised 
to members. To do that, we select investments that are likely to grow in value at least as 


fast as benefits. 


INVESTMENT OBJECTIVE 


The plan needs to earn on average 4.25% per year Investment Returns 
above the rate of inflation to meet the long-term oe ae Funding 

Y ‘ : ' ; Requirement 
cost of benefits. Although inflation in Canada has 30 

e=== Actual 
been less than 2% in recent years, over the long 25 
term it is projected at up to 4% annually. As a 20 
result, the nominal long-term investment target 15 
for the next several years is 8.25%. 10 
re: 5 

The long-term investment objective assumes the 

oe ; : ‘ 0 
plan will continue to maintain a surplus and : 
provide long-term inflation protection. 74 75 76 77 78 79 80 81 82 83 84 85 86 87 88 89 90 91 92 93 94 95 96 97 :98 


INVESTMENT PHILOSOPHY 

Because of the plan’s financial strength, we follow a prudent investment policy that 
emphasizes reliability and stability of returns. If the plan had more liabilities than assets, 
it would have to earn higher returns over the long term while tolerating greater 
volatility in the short term in order to close the gap. In addition, the Board would have 
to consider raising contribution rates. Success in managing a surplus of assets over 
liabilities lowers the investment risk to achieve the long-term target of 4.25% plus the 
inflation rate. We develop investment programs that have a high probability of 


producing realistic returns equal to or exceeding the long-term investment target. 


ASSET MIX 

The single most important investment policy decision for any pssecie 
pension fund is determining the asset mix. This means choosing 
various types of investments to reflect the plan’s particular 
composition of liabilities. A comprehensive review of the asset 
mix policy is undertaken every four years. The last major 
review was completed in 1997. 


The need is for an asset mix that provides sufficient liquidity to 


meet the pension payroll of a rapidly growing population of 


retired members and to provide future benefits for members Target Actal 
who are at an earlier stage in their careers. As a result of the As at December 31, 1998 
contribution holiday and subsequent rate reductions, the fund — Real Estate 12.5% 12.3% 
is experiencing a short-term reduction in cash flow. For BB Equities 60.0% 58.8% 
example, the one-year contribution holiday that ends in July Bradner DReR 26.6% 
1999 will alone reduce annualized income by $900 million or BH Cash 25% 23% 


almost the same amount as benefit costs in 1998. 
Derivative backing assets have been allocated to their appropriate asset classes. 
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The asset mix directly influences fund returns. OMERS has three broad asset classes — 
equities (or stocks), bonds and real estate. A heavier weighting toward stocks, for 
example, is likely to produce higher returns over the long term because stocks have 
historically outperformed bonds and real estate and are expected to do so in the future. 
However, the risk of negative returns in any given year is greater. 

In recent years, including 1998, major stock and bond markets elsewhere in the world 
have outperformed Canadian markets. Approximately 16.1% of the plan’s assets at cost 
were invested outside Canada in 1998, which helped to offset poor market performance 


at home. 


Within the asset classes of equities, bonds and real estate are numerous portfolios with 
different characteristics. A portfolio is a similar group of investments that produces 
returns different from other portfolios. To the extent that different asset classes and 
portfolios move on different growth cycles, the overall volatility of returns is moderated. 
Prudent investing requires diversification of risk over several asset classes and portfolios. 
Within each portfolio, investing in different industries and different geographic markets 
further diversifies risk. 

The plan had $31.4 billion in net assets at the end of 1998, an 8% increase over the 


previous year. 


EQUITIES 


Equity investments have more risk than bonds or real estate, but offer higher long-term 


returns. By investing in established corporations, we receive dividend income on a 


regular basis plus capital gains as share prices increase over time. By investing 


OMERS Rates of Return vs. Benchmarks 


n 
growing companies, including private 


firms, more rapid gains in capital 


1998 4-Year 10-Year appreciation can be achieved, though at 
Actual Benchmark Actual Benchmark Actual Benchmark higher risk. 
Fixed Income ; 
Canadian 9.92 911 13.37 12.79 11.79 11.53 Our equity investing recognizes that 
Foreign 23.58 24.18 12.97 12.36 = = when we buy stocks, we buy an 
os oe ae iS! pike Ne ve ownership position in companies. At the 
Canadian -0.98 -1.58 15.51 13.57 10.39 9.65 
rae ey 2.6 80 “1.58 16.18 13.57 11.22 9.65 end of 1998, we owned on average 
ExternalActive  -2.39 -1.58 13.77 13.57 = = almost 2% of the market capitalization 
Internal Indexed -0.98 “158 13.98 13.57 oH ° of the companies listed in the TSE 300 
Foreign 24.85 25.49 17.27 20.71 15.18 13.98 . 
index. 
External Active 18.50 16.47 10.80 10.31 = = 
Internal Indexed 38.05 37.70 33.46 33.35 a Some institutional investors, such as 
Bealisets aud Le ues a) ee mee mutual funds, are focused on quarterly 
Total Fund 10.10 527 ~ 14.55 5.66* 1.19 6.60* 


*Funding Requirement is 4.25 plus the rate of inflation 


and annual investment returns and 


trade actively to maximize returns. We 


invest over several market cycles and principally buy corporate shares to hold rather 


than trade. Because of the size of individual equity holdings, it is difficult to sell our 


position in a company without driving the share price down and reducing our own 


returns. Consequently, our corporate governance practices (discussed on page 18) are 


important in focusing corporate managers on creating long-term shareholder value. 
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We follow three strategies for equity investing, with the emphasis on active rather than 
passive management. 
Actively managed stocks: At the end of 1998, approximately two-thirds of our 
Canadian stock holdings were actively managed portfolios, with the remainder in index 
funds and merchant banking. 
In Canada, we have built an $8.5 billion actively managed stock portfolio by researching 
and selecting companies that we believe offer the best prospects of reliable growth over 
the long term. This portfolio is partially managed by OMERS investment staff and 
partially by external managers with expertise in particular market sectors. 
Despite volatile markets in the second half of 1998, our actively managed Canadian 
- e e 

stock portfolio outperformed its benchmark, the TSE 300 index, by 63 basis points. On a Fairer Pension 
four-year basis, the portfolio returned 15.7% compared with 13.6% for the TSE 300 index. F. | 

weds pe ormuld... 


Outside Canada, we have a $3.6 billion portfolio that is actively managed by several 


Significant increase 
in benefits (from 
career average 

to best five-year 
average) 


external managers. We believe in investing in different global economies. Quality 
companies are selected in growth industries primarily in Europe, with smaller holdings 


in the Far East and Latin America. 


The emphasis on global diversification paid off in 1998, with our foreign stocks 
returning 24.8% overall, compared with a negative 1.6% for the TSE 300 index. In 1998, 
we created a new performance benchmark for our foreign equities to reflect changes in 
world market conditions brought about by the collapse of Asian market prices. 
Indexed stock funds: A traditional investment method for institutional investors is to 
buy shares in companies listed in a market index. Index funds are expected to match 


the performance of their respective index less transaction costs. 


In Canada, we invest in the shares of the companies that make up the TSE 300 index on 
the Toronto Stock Exchange, such as major banks, technology companies, consumer 
goods producers and retailers, and resource companies. In 1998, we had $1.2 billion 
invested in TSE 300 companies and earned returns slightly higher than the index 


without assuming additional risk. 


Outside Canada, we invested in two U.S. index funds. One matches the widely held 
stocks that make up the Standard and Poor's 500 index and the other mirrored the S&P 
400 mid-cap value fund which was sold in November 1998. The S&P 500 index fund 


added 24 basis points of value. 


Merchant banking: Merchant banking involves financial and strategic support for 
private companies with clear growth plans and the prospect of a public offering of 
shares. We provide these firms, located in Canada, Europe and Asia, with both debt and 
equity capital. Merchant banking investments totaled $508 million in equity and 

$175 million in debt. 


The private equity portfolio returned 9.4% compared with minus 1.6% for the TSE 300 
index. On the debt side, the merchant banking group added 60 basis points of value 


over the benchmark for new deals initiated in 1998. 


16 ONTARIO MUNICIPAL EMPLOYEES RETIREMENT SYSTEM 


ONTARIO MUNICIPAL EMPLOYEES RETIREMENT SYSTEM 


Across all portfolios we are prepared to take more than a 10% ownership position where 


appropriate in companies. We ended 1998 as an insider in 10 listed companies. 


Merchant banking investments comprise less than 2% of total assets. We intend to play a 
more active role in assisting private companies, particularly Canadian firms, to fulfil 
their growth potential. We added new staff during 1998 to ensure we have the capacity 
to pursue new opportunities. Our long-range target is to invest 5% of assets in merchant 


banking opportunities. 


FIXED-INCOME INVESTMENTS 
The debt securities of governments and corporations, such as bonds and mortgages, 
carry less risk and volatility than stocks and provide steady income with a return of 


capital when they mature. However, they generally have lower returns than stocks. 


Fixed-income securities have a wide range of maturity dates, enabling us to schedule 
investments over different market cycles. We also trade bonds to take advantage of 
market conditions. For example, when interest rates are expected to decline, bond prices 
rise, offering the opportunity to take profits. Conversely, when interest rates are expected 
to rise, bond prices fall, offering the opportunity to buy securities at a discount. 

In 1998, the fund had $12.9 billion invested in debt securities, with 44% in Canadian 


federal and provincial bonds. 


The Canadian Fixed Income portfolio earned returns of 9.9% in 1998, exceeding its 


benchmark by 0.8%. 


A significant part of the fixed-income portfolio ($4.3 billion in 1998 or 33%) is cash and 
short-term investments, primarily to back our derivatives program and to meet the 


plan's daily cash flow requirements. 


REAL ESTATE 

Income-producing real estate properties have historically produced long-term returns 

close to equities and better than bonds, with lower volatility. Real estate is considered a 

good hedge against inflation (which is expected to recur over the long term) and 

produces regular cash flow from the rental income stream with the prospect of good 
capital appreciation when the 


Real Estate Property Portfolio 


property is sold. 


Number of Properties Net LeasableArea | Occupancy Level (%) i : Oe 
We invest primarily in 


OFFICE 19 7,693,670 95.1 
RETAIL 18 9,926,102 97.3 income-producing properties, 
Total 37 17,619,772 96.4 and also take equity 


positions in companies that 
develop and manage real estate. With 37 properties worth approximately four billion 


dollars, our real estate portfolio is one of the largest in Canada. 


Following a fundamental review of our real estate operations in 1997, we adopted a new 
strategy in 1998 that includes ownership in real estate companies. The first significant 


investment was in Oxford Properties Group Inc., of which we owned 15% by year end. 
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Late in 1998, we acquired Hammerson Canada. This acquisition gave us full ownership Growth in Real Estate Assets 


of five shopping centres in Ontario, including Square One in Mississauga. We also 5 S000 (lions) 


gained ownership of four office buildings located at the King/Yonge and Bloor/Yonge 3500 
commercial nodes along Toronto's Yonge Street subway system, as well as the gateway 3000 


to the system at Yonge and Finch. 
: 2500 


As a result of these transactions, real estate is close to the mid-point of our weighting ae 
for this asset class (12.5%). Real estate offers excellent long-term growth opportunities 

and provides stability in our asset mix to offset the volatility of public capital markets. sae 
For example, in 1998, the portfolio earned a 15.1% return, substantially better than 1000 


Canadian equity returns. 500 


DERIVATIVES : 1994 1995 1996 1997 1998 
Incorporated in the equity and fixed-income asset classes are derivative contracts. 

Derivatives are financial agreements between OMERS and counterparties, such as banks, 

insurance companies and investment dealers. These contracts take their value from an 

underlying asset, such as a group of stocks or bonds, or from underlying interest rates 


and currency exchange rates. 


OMERS was one of the first Canadian pension funds to use derivatives to rebalance and 
refine the asset mix within the approved ranges. This facilitates a better matching of 
assets and liabilities, and makes it possible to more efficiently manage risk among 
different types of assets and different countries. For example, through derivative 
contracts we reallocate lower yielding short-term money market investments into higher 
yielding bonds or equities. 

As discussed in Note 6 to the financial statements, we mostly use derivative agreements 
to securitize cash and to manage foreign exchange rate fluctuations through forward 


contracts and the financial risk between stocks and bonds through swaps and futures. 


The notional value of derivative contracts in 1998 was $4 billion, compared with 


$5 billion a year earlier. Our net credit exposure, i.e. Our risk exposure, to derivatives 


at the 1998 year-end was $103 million, or 0.3% of the fund. Increased early 
retirement 
CORPORATE GOVERNANCE 
- acents Nie ube . .. benefits... 
We own shares in some 1,200 companies with significant holdings in about 800 firms. It 
is important to us that the management of companies in which we invest focus their Introduction of 
efforts on creating long-term shareholder value. Companies with good corporate 90 factor 


governance tend to generate better returns. Better returns to the OMERS plan lower the 
costs of paying pensions. 

Good corporate governance practices include setting out the responsibilities and 
expected performance of management and its accountability to the shareholders. We 
assist Companies in maintaining this focus in the way we vote the shares we own. We 


issued a revised version of our Proxy Voting Guidelines in 1998 so that the management of 
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Continuing 
Benefit 
Improvements... 


Thirty Year early 
retirement provision 


Fund Flow 

(millions) 1998 

Funds received from: 
Contributions 372 
Net Investment Income 2,867 
Total Increase 3,239 


Funds used to: 


Pay Benefits 920 
Administration 47 
Total Decrease 967 
Change in Net Assets 2,272 


ONTARIO MUNICIPAL EMPLOYEES RETIREMENT SYSTEM 


companies in which we invest, as well as other shareholders, understand how we will 
vote on specific issues that affect shareholder value. Our proxy voting guidelines are 
available in a 38-page booklet. 

OMERS believes that public companies should provide much greater disclosure than is 
currently required by Canadian and U.S. regulators so that individual investors have 


access to information as readily as institutional investors. 


In 1998, we voted on 2,404 management resolutions in 506 Canadian and 936 U.S. 
companies. We voted against management on 38.5% of proxies, principally in opposition 
to the granting of share options with the potential to excessively dilute shareholder 
value. We also opposed “poison pill” provisions that could entrench management and 
limit shareholder value in the event of a takeover bid. Approximately 962 proxies were 


voted in non-North American companies on our behalf by outside managers. 


Financial Performance 


CHANGE IN NET ASSETS 
During the year, $3.2 billion of contributions and net investment income was added, 


compared with $4.6 billion in 1997, The change in net assets consisted of: 


» $572 million in contributions, compared with $890 million in 1997 Employers and 
members made reduced contributions for seven months in 1998, and no 


contributions for five months, versus full contributions for the entire year in 1997, 


» $2.9 billion in net investment income, compared with $3.7 billion a year earlier. 
Despite lower interest rates in 1998, investment income increased to $1.6 billion 
from $1.2 billion in 1997. After adjusting for capital gains and unrealized 
appreciation, net investment income declined by 22%. 

Net assets were decreased by the $920 million in actual pension and benefit payments, 

compared with $812 million in 1997, and $47 million in administrative expenditures, 

compared with $40 million a year earlier. 

The result was that the plan ended 1998 with $31.4 billion available for benefits, a gain 


of $2.3 billion during the year. 


INVESTMENT RETURNS 

A pension fund's investment returns are determined by its asset mix policy and the 
behavior of the markets in which those assets are invested. The returns of one pension 
fund compared with another primarily reflect different asset mix decisions. These 
decisions are based on the size and maturity of each plan’s liabilities as well as the level 
of payroll contributions by plan members and employers. The asset mix policy 
influences decisions about the most appropriate markets in which assets should be 


acquired. 
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Because the matching of assets with long-term liabilities is the driving force behind a 
pension plan’s investment policy, performance is very much a long-term perspective. A 
pension fund need not be overly concerned about short-term fluctuations in market 


values because it is not investing for the short term. 


OMERS was empowered to pursue an active investment policy in 1974 and has 
gradually developed the asset mix that exists today. Since 1974, the fund has achieved a 
compounded annual rate of return of 11.2%. This compares with the long-term 
investment objective of 8.25% that the plan needs to earn consistently to maintain a 


fully funded position. 


Returns are also measured in the short term to monitor performance in volatile markets. 
If short-term returns deviate unusually from market results, we can refine the asset mix 


to better balance fluctuations over the long term. 


In 1998, our rate of return for four years (a standard in the pension fund industry) was 
14.5% and for one year 10.1%. These results compare favourably with the total long-term 


funding requirement (4.25% + inflation). 


GROWTH IN LIABILITIES 
Based on the 1997 actuarial valuation, the actuarial present value of accrued pension 


liabilities totalled $22.1 billion at the end of 1998, a 5% increase over the previous year 


The plan’s financial obligations to active members, pensioners and former members 
have grown significantly in recent years. This trend will continue. Although membership 
and wage growth have been flat recently, members have been retiring earlier than 


expected, taking advantage of the plan’s early retirement enhancements. 


Board Expanded 


The actual pension and benefit costs for 1998 were $920 million, a 15% increase over 


the prior year. to Handle 
Growin 
THE PLAN’S FUNDED POSITION fi Ae 
Providing pensions to current members is a long-term commitment extending over Responsibilities... 
70 years or more. The cost is estimated on a regular basis to ensure the plan has Members now total 
enough money to pay for the total pension promise. 13 including pensioner 
5 


OMERS retains an independent actuary to estimate the value of assets and liabilities, as representative 
well as the cost of accruing benefits, based on various economic and demographic 

assumptions. These estimates are prepared every year and the actuary typically prepares 

20-year forecasts on the plan’s financial situation. These forecasts assist OMERS in mak- 


ing decisions about the future financial position of the plan and the use of surplus funds. 


THREE KEY ASSUMPTIONS 
By their nature, pension plans must be conservative about the future so that they can 
deliver the pension promise with confidence. That means being cautious about how 


much the plan might earn and assuming pension costs might be higher than expected. 


20 ONTARIO MUNICIPAL EMPLOYEES RETIREMENT SYSTEM 
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The actuary makes conservative long-term assumptions about three key factors — 
investment returns, which affect the value of assets, and inflation and salary increases, 


which affect the value of future benefits. 


In preparing the 20-year forecasts, the actuary works with management to develop 
realistic short-term scenarios that differ from the long-term estimates. For example, 
inflation and wage increases have been lower than expected. Realistic assumptions for 
the next few years are factored in the 20-year forecasts to develop the best possible 


estimate of the plan’s future financial position. 


VALUING THE ASSETS 

Stability of funding is a primary objective. The market, however, determines the value of 
assets. These values can be highly volatile, with a single year’s results being unusually 
high or unusually low. To provide a more stable asset base, the actuary averages the 
market value of assets for the current year plus the four preceding years to produce an 
adjusted market value. This smoothing of asset values, as the accompanying chart 
shows, provides a more objective picture of the long-term relationship of assets to 


liabilities. 


VALUING THE LIABILITIES 

Stable assumptions are used to value liabilities. The actuary examines the plan's 
demographics — the age, length of service, salary ranges, full-time versus part-time 
employment, and other factors of the diversified membership. Information is processed 
on active members, former members who should have entitlements in the plan, and 
pensioners, surviving spouses and children who receive benefiis. Mortality, disability 
and termination of employment data are factored in. 

This member data is collected once a year by OMERS from 1,100 employers and is 


collated and validated before it is used for valuation purposes. 


CALCULATING THE SURPLUS 

The present value of accrued liabilities is deducted from the actuarial value of assets to 
calculate the actuarial surplus. From this, 5% of liabilities is set aside in a funding 
stabilization reserve as a cushion against volatile investment returns, or a surprise 


change in the liabilities through demographic variations, such as accelerated early 


retirements. 

($ billions) 1998 1997 
Fair market value of net assets 31.4 29.1 

Smoothing reserve (3.2) (3.3) 
Actuarial net assets 28.2 25.8 
Present value of future liabilities 22.1 Zale 

Actuarial Surplus 6.1 47 
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Year 2000 Compliance 


In 1998, OMERS undertook an extensive program to minimize the business and 
technology risks associated with date-related information for the Year 2000. A project 
coordinator was appointed to manage the program and a qualified consultant retained 
to define tasks and timelines. A steering committee of senior managers reviews the 
status of the preparedness program every two weeks and reports to the Board monthly. 
Our approach involves six steps — inventory, readiness assessment, strategy and 
planning, systems modification, testing, and implementation. 

By the end of 1998, we had completed a comprehensive inventory and assessment of 


systems, applications, infrastructures and interfaces. The most critical components were 


and replacements. We had also reviewed the Year 2000 readiness of key Further Improvement 
investee companies, investment managers and suppliers. as Benefits Adjusted to 


During the first half of 1999, OMERS will complete testing and Keep Pace with Cost 
modifications to its systems, including the new membership services system of Living 
eee 


confirmed as being compliant or were made compliant through upgrades 


being introduced. In the second half of 1999, we will assess the compliance 


of suppliers, investee companies, properties owned by OMERS, and major All pensions brought up to 


interfaces. 100% of CPI 


It is not possible to ensure that all OMERS systems and processes are Reduced contributions, then 
ed 


immune to Year 2000 problems. Consequently, a contingency program was ° ° ° 
| ae a i ae contribution holiday 
developed in the first quarter of 1999 in the event that systems considered 


compliant turn out to be non-compliant or issues are encountered with third-party 
systems. 
In total, OMERS expects to have invested more than $25 million in new or upgraded 


systems as a direct or indirect result of the need for Year 2000 compliance. 
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SENIOR OFFICERS AND MEMBERS OF THE BOARD 


AS OF DECEMBER 31, 1998 


Board Members 


Roger Richard David Carrington 
CHAIR 30ARD MEMBER 
Superintendent of Finance Conservation Field Representative 
Limestone District School Board Toronto Hydro 
oO 
pesoy Joanne Fulkerson 
Susan O’Gorman BOARD MEMBER 
First VICE CHAIR Senior Manager, Human Resources 
Public Health Nurse Thunder Bay Hydro 


York Region 5 j 
oe Claude Guillemette 


Peter Leiss BOARD MEMBER 
SECOND VICE CHAIR Reeve 
Horticulturist East Ferris Township 


City of Toronto * 
i Wasim Hassan 


David A. Griffin BOARD MEMBER 
IMMEDIATE PAST CHAIR Director, Utility Practices 
Administrator Municipal Electric Association 


Police Association of Ontario 


Rick Miller 


Nancy Bardecki BOARD MEMBER 

BOARD MEMBER Firefighter 

Director, Municipal Finance Branch City of Windsor 

Ministry of Municipal Affairs and Housing 
; eee 2 Don Ross 

Walter Borthwick BOARD MEMBER 

BOARD MEMBER Retiree 

Mayor 

Town of Wasaga Beach 

James V. Sherlock (until May 1998 W. Michael Fenn (until August 1998) 

BOARD MEMBER SECOND VICE CHAIR 

School Trustee Chief Administrative Officer 

Halton Separate School Board Regional Municipality of Hamilton-Wentworth 
e 

Senior Officers 

Dale Richmond Tom Gunn 

President & CEO Senior Vice President 

. 5 Investments 

Michael Beswick 

Senior Vice President Gillian Platt 

Pensions Senior Vice President 


Wayne Cladstone Corporate Affairs 


Senior Vice President 
Finance & Administration 


Advisors to the Board 


Actuary Master Custodian 

Watson Wyatt Worldwide State Street Canada Inc. 
Auditors Medical Advisor 

KPMG LLP Dr. D. Lewis 


Legal Advisor 


Osler, Hoskin & Harcourt 
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ACTUARIAL COST CERTIFICATE 


AS AT DECEMBER 31, 1998 FOR THE ONTARIO MUNICIPAL EMPLOYEES RETIREMENT BOARD 


The most recent actuarial valuation of the registered pension plan benefits provided under the 
Ontario Municipal Employees Retirement System was conducted as at December 31, 1997 using 
the Unit Credit Actuarial Cost Method, with projection of earnings. Our valuation conformed 

with the Standard of Practice for Valuation of Pension Plans adopted by the Canadian Institute 


of Actuaries for going concern valuations. 


The actuarial valuation of OMERS as at December 31, 1997 was conducted using membership 
data and financial information supplied by the Board. We reviewed the data for reasonableness 
and consistency with the data provided in prior years. In our opinion, the data are sufficient 


and reliable for the purposes of actuarial valuation. 


In our opinion, the assumptions adopted for our actuarial valuation of OMERS are appropriate, 
and the methods employed are consistent with sound actuarial principles. Nonetheless, the 
experience of OMERS in the future may be different from the actuarial assumptions, and may 


result in gains or losses which will be revealed in future actuarial valuations. 


The results of the actuarial valuation of the registered pension plan benefits disclosed total 
going concern Actuarial Liabilities of $21,105.221 million in respect of benefits accrued for 
service to December 31, 1997, including the effect of an ad hoc adjustment to pensions as at 
January 1, 1998 and the plan amendments known as “The Five-Year Initiative”. The Actuarial 
Assets at that date were $25,790.509 million indicating a going concern Actuarial Surplus of 

$4 685.288 million, of which $1,055.261 million has been allocated to a Funding Stabilization 
Reserve by the Board. The net actuarial liability in respect of the full earnings pension benefits 
accrued for service to December 31, 1997 (determined using assumptions selected by the Board 
for purposes of the Consolidated Financial Statements) was $31.398 million, leaving an overall 
Actuarial Surplus of $4,653.890 million. 


The results of the actuarial valuation also indicated that the levels of member and employer 
contributions prescribed in the OMERS Regulations are sufficient to meet the Normal Actuarial 
Cost of benefits to be earned each calendar year until the next actuarial valuation is performed. 
We have considered the funded position of the Plan assuming it had been wound up on 
December 31, 1997. In our opinion, the value of the Plan assets would have been greater than 
the actuarial liabilities if the Plan had been wound up on that date. 

We have considered the likely development of the Actuarial Liabilities during 1998 taking into 
account amendments made to the Plan up to December 31, 1998. Further, we have calculated 
the Actuarial Assets at December 31, 1998. 

We are of the opinion, in accordance with generally accepted actuarial principles, that the assets 
of the Fund at December 31, 1998 are sufficient to meet all the liabilities of the Plan in respect of 
benefits accrued for service to that date on both a going concern basis and a wind up basis. 
Respectfully submitted 

WATSON WYATT & COMPANY 


NC ree koe sts. 


Martin J.K. Brown, FLA. 
Fellow, Canadian Institute of Actuaries 
March 25, 1999 
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Aupb!Tors’ REPORT 


Auditors’ Report 


To THE ONTARIO MUNICIPAL EMPLOYEES RETIREMENT BOARD 

We have audited the consolidated statement of net assets of the Ontario Municipal 
Employees Retirement Fund as at December 31, 1998 and the consolidated statement of 
changes in net assets for the year then ended. These financial statements are the 
responsibility of the Fund’s management. Our responsibility is to express an opinion on 


these financial statements based on our audit. 


We conducted our audit in accordance with generally accepted auditing standards. Those 
standards require that we plan and perform an audit to obtain reasonable assurance 
whether the financial statements are free of material misstatement. An audit includes 
examining, on a test basis, evidence supporting the amounts and disclosures in the financial 
statements. An audit also includes assessing the accounting principles used and significant 
estimates made by management, as well as evaluating the overall financial statement 


presentation. 


In our opinion, these consolidated financial statements present fairly, in all material respects, 
the net assets of the Fund as at December 31, 1998 and the changes in ils net assets for the 


year then ended in accordance with generally accepted accounting principles. 


KPMG LP 


Chartered Accountants 
Toronto, Canada 
March 25, 1999 
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CONSOLIDATED FINANCIAL STATEMENTS 


YEAR ENDED DECEMBER 31, 1998 


Consolidated Statement of Net Assets 


(Millions) 
As at December 31 1998 1997 
ASSETS 
Investments (note 4) $ 32,529 $ 29,376 
Accrued income 139 Iis3 
Amounts due from pending trades 158 VI 
Other assets (note 7) 30 108 
Total Assets 32,856 29,728 
LIABILITIES 
Due to administered pension funds (note 8) 437 B95) 
Amounts payable from pending trades 916 102 
Other pension liabilities 123 123 
Total Liabilities 1,476 620 
Net AsseETS (NOTE 9) $ 31,380 $ 29,108 


The accompanying notes to the consolidated financial statements are an integral part of this statement. 


Signed on Behalf of the Board 


Member Member 


Consolidated Statement of Changes in Net Assets 


ee ey RL VATE: 


(Millions) 
For the year ended December 31 1998 1997 
INCREASES IN Net ASSETS 
Contributions (note | 0) $ 372 $ 890 
Net investment income (note |!) 2,867 3,692 
Total Increase 3,239 4,582 
DECREASES IN Net AssETS 
Benefits (note | 2) 920 812 
Administrative expenditures (note | 3) 47 40 
Total Decrease 967 852 
INCREASE IN Net ASSETS 2,272 3,730 
Net assets at beginning of year 29,108 25,378 
Net ASSETS AT END OF YEAR $ 31,380 $ 29,108 


The accompanying notes to the consolidated financial statements are an integral part of this statement. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


YEAR ENDED DECEMBER 31, 1998 


GENERAL 

The Ontario Municipal Employees Retirement System (OMERS or the System) is a multi- 
employer pension plan which operates as the Ontario Municipal Employees Retirement 
Fund (the Fund) as provided in Section 5 of the Ontario Municipal Employees Retirement 
System Act (OMERS Act). The System provides pensions for employees of Ontario 


municipalities, local boards, public utilities and school boards (non-teaching staff). 


The Fund is a contributory defined benefit pension plan which is financed by equal 
contributions from participating employers and employees, and by the investment 
earnings of the Fund. The Fund is registered under the Ontario Pension Benefits Act, 
Registration #0345983. 


The normal retirement age is 65 years for all OMERS members except police officers and 
firefighters, who may have a normal retirement age of 60 years. The normal retirement 

pension is calculated using a member's years of credited service and the average annual 
earnings during the member's highest five years of contributory earnings. The pension is 


integrated with the Canada Pension Plan. 


The Pension Benefits Act (PBA) of Ontario requires that participating employers fund the 
benefits determined under the plan. In accordance with the PBA, the determination of 


the value of these benefits is made on the basis of a periodic actuarial valuation. 


In addition to the normal retirement benefit described above, early retirement benefits, 
death benefits, disability waivers and pensions, and termination benefits are available to 
members who meet the plan requirements. Complete information may be found in the 
OMERS Act and Regulation or by contacting OMERS. 


NOTE | - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 


Basis OF PRESENTATION 
These financial statements are prepared on a going concern basis and present the 
information of the Ontario Municipal Employees Retirement Fund as a separate financial 


reporting entity independent of the sponsors and plan members. 


The preparation of financial statements in conformity with generally accepted 
accounting principles requires management to make estimates and assumptions that 
affect the reported amounts in the consolidated statement of net assets and the 
consolidated statement of changes in net assets. Actual results could differ from these 
estimates. 

Certain comparative data has been restated to conform with the current year 


presentation. 


CONSOLIDATION 

OMERS holds certain investments through a variety of corporate structures, including 
subsidiaries and joint ventures. Subsidiaries are entities controlled by OMERS through 
ownership of a majority of the voting shares. Joint ventures are economic activities 
jointly controlled by OMERS together with various partners through a proportionate 
ownership of the voting shares. 

The consolidated financial statements include the financial statements of OMERS, its 
subsidiaries holding real estate, mortgage, private equity and resource investments, and 
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NoTES TO CONSOLIDATED FINANCIAL STATEMENTS 


YEAR ENDED DECEMBER 31, 1998 


NOTE | - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
(CONTINUED) 


the proportionate share belonging to OMERS of the assets, liabilities, and operating 
income of joint ventures. All significant intercompany transactions and balances are 


eliminated in arriving at the consolidated financial statements. 


INVESTMENTS 
Investment transactions are recorded at the point when the risks and rewards of 
ownership are transferred. As such, publicly traded securities are recorded as of the 


trade date of the transaction. 


Investments are stated at fair value. Fair value amounts represent estimates of the 
consideration that would be agreed upon between knowledgeable, willing parties who 
are under no compulsion to act. It is best evidenced by a quoted market price, if one 
exists. The calculation of estimated fair value is based on market conditions at a specific 


point in time and may not be reflective of future fair values. 


The difference between the value of an asset at the time it was acquired and its current fair 
value takes into account changes in market rates and portfolio credit risk that have 
occurred since original acquisition. The change in the difference between fair value and 
cost of investments at the beginning and end of each year is reflected in net investment 


income in the statement of changes in net assets as unrealized appreciation of investments. 
Fair values of investments are determined as follows: 


i) Short-term deposits are recorded at cost which, together with accrued interest 


income, approximates fair value. 


ii) Bonds, debentures, equities and resource properties are valued at year-end 
quoted market prices where available. Where quoted market prices are not 
available, estimated values are calculated using discounted cash flows based on 
current market yields, comparable securities, independent asset appraisals, and 
financial analysis. 

iii) Real estate, composed primarily of income producing properties, is generally 
valued based on appraised values determined annually by independent 
appraisers in accordance with generally accepted appraisal practices and 
procedures, based mainly on discounted cash flows. In performing the appraisals, 
certain assumptions are made with respect to future economic conditions and 
rates of return. Jones Lang Wootton Canada Inc. and Colliers Macaulay Nicolls 
Inc. are the firms of independent appraisers used. 

The fair value of real estate which has been recently acquired is based on the 


purchase price. 


iv) Mortgages and private debt are valued using discounted cash flows based on 
current market yields for instruments of similar risk. 

v) Interest rate swaps, equity index swaps, bond futures contracts, equity index 
futures contracts, and forward foreign exchange contracts are valued at year-end 
market prices determined by quoted market values where available or discount- 
ed cash flows using current market yields, where quoted market values are not 


available. 
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NOTE | - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
(CONTINUED) 


Investment income, includes dividends, interest income and real estate operating 
income, which is recorded on the accrual basis, gains and losses that have been realized 
on disposal of investments, as well as the unrealized appreciation in the fair value of 


investments. 


NON-INVESTMENT ASSETS AND LIABILITIES 
The fair value of contributions receivable, accrued income, amounts due from pending 
trades, other assets, amounts due to administered pension funds, amounts payable from 


pending trades and other pension liabilities approximate their carrying amounts. 


FOREIGN CURRENCY TRANSLATION 

OMERS makes investments denominated in various foreign currencies. The fair values 
of such investments are included in the statement of net assets and are translated into 
Canadian dollars at the year-end rate of exchange. Unrealized foreign exchange gains 
and losses arising from this translation are included in unrealized appreciation of 
investments. Once a foreign currency denominated investment is sold, the realized 


foreign exchange gain or loss is recognized in realized gains on disposal of investments. 


NOTE 2 -YEAR 2000 ISSUE 

The Year 2000 issue arises because many computerized systems use two digits rather 
than four to identify a year. Date-sensitive systems may recognize the year 2000 as 1900 
or some other date, resulting in errors when information using year 2000 dates is 
processed. In addition, similar problems may arise in some systems which use certain 
dates in 1999 to represent something other than a date. The effects of the Year 2000 issue 
may be experienced before, on, or after January 1, 2000, and, if not addressed, the 
impact on operations and financial reporting may range from minor errors to significant 
systems failure, which could affect OMERS ability to conduct normal business opera- 
tions. OMERS has implemented a process which is designed to minimize the effects of 
the Year 2000 problem. This process includes reviewing and adjusting internal systems, 
interfaces with suppliers and other third parties and assessing the readiness of investee 
companies, properties and investment managers. However, it is not possible to be cer- 
tain that all aspects of the Year 2000 issue affecting OMERS, including those related to 


the efforts of investee companies, suppliers, or other third parties, will be fully resolved. 


NOTE 3 - RESPONSIBILITIES OF THE ACTUARY AND EXTERNAL AUDITORS 
The actuary is appointed by the OMERS Board. It is the actuary’s responsibility to carry 
out regular valuations of the actuarial liabilities of the System in accordance with 
accepted actuarial principles and report thereon to the Board. The actuary's opinion is 
set out in the Actuarial Cost Certificate. In performing the valuation, the actuary values 
the benefits provided under the System using appropriate assumptions about future 
economic conditions (such as inflation, salary increases, and investment returns) and 
demographic factors (such as mortality and turnover rates and retirement ages). These 
assumptions take into account the circumstances of OMERS and its members and 
pensioners. 
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NOTE 3 - RESPONSIBILITIES OF THE ACTUARY AND EXTERNAL AUDITORS 
(CONTINUED) 


The external auditors are also appointed by the Board. Their responsibility is to report 
to the Board regarding the fairness of presentation of OMERS net assets, and changes in 
net assets as shown in the annual consolidated financial statements. The external 
auditors make use of the work of the actuary for the actuarial liabilities as disclosed in 
the notes to the financial statements, in respect of which the actuary has given an 


opinion. The auditors’ report outlines the scope of their examination and their opinion. 


NOTE 4 - INVESTMENTS 


1998 1997 

(Millions) Fair Value Cost Fair Value Cost 
INTEREST BEARING INVESTMENTS 

Cash and short-term deposits $ 4,298 $ 4,298 See 700 $ 2,760 
Canadian bonds and debentures 5,860 5,376 5272 4,722 
Non-Canadian bonds 1,547 1,391 1,216 1,180 
Private debt 175 173 113 110 
Mortgages 1,067 1,006 2s 1,144 


$ 12,947 $ 12,244 $ 10,574 Sy BONIS 


NON-INTEREST BEARING INVESTMENTS 


Canadian equities 9,680 7,078 10,366 6,510 
Non-Canadian equities 5,399 3,520 5,182 3,850 
Real estate 3,995 3,916 2,780 2,938 
Resource properties 69 83 56 48 
Canadian private equities 207 137 228 158 
Non-Canadian private equities 232 169 190 159 

$ 19,582 $ 14,903 $ 18,802 $ 13,663 
Total Investments $ 32,529 $ 27,147 SS DEAS) $ 23,579 


At December 31, 1998, the Fund held the following investments, each having a fair value 


or cost exceeding 1% of the fair value or cost of total investments: 


1998 Aggregate 1997 Aggregate 
Number of Fair Number of Fair 
Investments Value Cost Investments Value Cost 
Canadian equities 4 1618 612 6 EM? 867 
Real estate properties 3 1,266 I,It1 2; 693 622 
Canadian bonds and debentures I 421 391 2 578 472 
8 3,305 2,114 10 3,443 =+1,961 


Real estate investments above include ownership interest in the following properties, all 
of which are located in Ontario: Scarborough Town Centre, Square One Shopping Centre 
and Yorkdale Shopping Centre. 

OMERS holds a number of its real estate investments through joint ventures. The fair 
value of OMERS proportionate share in these assets was $1,255 million at December 31, 
1998 (1997 - $1,238 million). The net income earned from OMERS investment in joint 
ventures was $86 million for the year ended December 31, 1998 (1997 — $66 million) and 


is included in net investment income from real estate. 
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NOTE 4 - INVESTMENTS 
(CONTINUED) 


OMERS has guaranteed certain of the obligations of its joint ventures and is 
contingently liable for the obligations of its associates in certain joint venture 
developments. The assets of the joint ventures are available and are sufficient for the 
purpose of satisfying such obligations. 

OMERS participates in a securities lending program whereby it lends securities it owns 
to others. For securities lent, OMERS receives a fee as well as rec eiving securities of 
equal or superior credit quality as collateral. As at December 31, 1998, securities with an 
estimated fair value of $2,438 million (1997 - $783 million) were loaned out, while 
securities received and contractually receivable as collateral had an estimated fair value 
of $2,560 million (1997 - $822 million). 


RISK MANAGEMENT 

Risk management relates to the understanding and active management of risks 
associated with all areas of the business and the associated operating environment. 
Investments are primarily exposed to foreign currency, interest rate volatility and credit 
risk. OMERS has set formal policies and procedures that establish an asset mix among 
equities, fixed income securities and real estate: require diversification of investments 
within categories; and set limits on the size of exposure to individual investments and 
counterparties. In addition derivative financial instruments are used, where appropriate, 


to assist in the management of these risks (see note 6). 


FOREIGN CURRENCY: 

Foreign currency exposure arises from the Fund holding investments denominated in 
currencies other than the Canadian Dollar. Fluctuations in the relative value of the 
Canadian Dollar against these foreign currencies can result in a positive or a negative 
effect on the fair value of investments. 


The Fund's holdings by geographical location of the issuer as at December 31 are as 


follows: 

(Millions — Canadian Dollar Equivalent) 1998 1997 
Canada $ 23,133 SS DIVES 
United States of America 4,075 B27) 
United Kingdom 911 620 
France 669 44] 
Other Western Europe 1,979 1,526 
Japan 968 868 
Other Pacific 296 290 
Emerging Markets 498 556 


$ 32,529 $ 29,376 


Canadian assets backing derivatives have been allocated to the geographical location of the derivatives counterparty. 
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NOTE 4 - INVESTMENTS 
(CONTINUED) 


The Economic and Monetary Union for Europe (EMU) began January 1, 1999. On this 
date the eleven member countries of the European Union merged their individual 
currencies into one currency known as the euro. As at January 1, 1999 all OMERS 
investments ($2,027 million Canadian Dollar equivalent) held in the currency of the 
participating countries were converted into euro, based on conversion rates set on 
January 1, 1999. 


INTEREST RATE VOLATILITY: 

Interest rate risk refers to the effect on the market value of the Fund's investments due 
to fluctuation of interest rates. The risk arises from the potential variation in the timing 
and amount of cash flows related to the Plan's assets and liabilities. Pension liabilities 
are influenced by inflation and long-term rates of return while asset values are affected 
more by equity markets and short-term changes in interest rates. The fixed income 
portfolio has guidelines on duration and distribution, which are designed to mitigate the 
risk of interest rate volatility. 

Term to maturity classifications of interest-bearing investments, based upon the 


contractual maturity of the securities, are as follows: 


1998 1997 
Term of Maturity 
Within I to5 Over Average Average 
| Year Years 5 Years Total Effective Total Effective 
(Millions) ($) ($) ($) ($) Yield ($) Yield 
Cash and 
short-term deposits 4,298 - - 4,298 5.14% 2,760 3.97% 
Canadian bonds 
and debentures 91 2,379 3,390 5,860 5.22% 5,272 5.75% 
Non-Canadian bonds 37 780 730 1,547 4.15% 1,216 5.39% 
Private debt 18 30 127 175 8.05% le! 754% 
Mortgages 90 608 369 1,067 6.95% Ei2t3 7.44% 
Total 4,534 3,797 4,616 12,947 5.25% 10,574 5.47% 


Average effective yield is based upon fair value as at the year-end date. 

Canadian bonds and debentures primarily consist of Government of Canada and 
Provincial Government debt. Corporate debt comprises 8.3% (1997 — 3.9%) of the 
Canadian bonds and debentures. Non-Canadian bonds are liquid and marketable 
government debt issues consisting primarily of the 12 member countries of the 


Organization for Economic Cooperation and Development. 


CrepiT Risk: 

The Fund is exposed to credit-related risk in the event a security counterparty defaults 
or becomes insolvent. OMERS has established investment criteria which are designed to 
manage the Fund's credit risk by establishing limits to credit exposure from individual 
corporate entities. Credit risk arising from derivative financial instruments is discussed 


in note 6. 
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NOTE 5 —- REAL ESTATE ACQUISITION 

In 1998 OMERS reached an agreement with Hammerson PLC of the United Kingdom 
whereby OMERS, through its wholly owned subsidiary, OMERS Realty Corporation, 
purchased all of the outstanding common shares of Hammerson Canada Inc. for 

$842 million. Hammerson Canada owns and manages several retail and office facilities 


in Ontario. 


The following assets and liabilities were acquired effective December 31, 1998: 


Fair value of tangible assets acquired $ 852 
Liabilities assumed (78) 
Goodwill arising from purchase 68 
Total purchase cost $ 842 


Goodwill represents all the intangible factors which contribute to the earnings Capacity 
of a company. This difference between the cost of the investment and the fair value of 
the net assets acquired is deferred and the components will be amortized to income 


over their estimated period of benefit to OMERS. 


NOTE 6 - DERIVATIVE FINANCIAL INSTRUMENTS 

The Fund uses derivative financial instruments, when appropriate, in the administration 
of its asset mix management and to assist in the management of financial risks, 
including interest rate volatility and foreign exchange risks. In certain circumstances 
derivatives are used to increase returns or to replicate investments synthetically. 
Derivative financial instruments are financial contracts, the value of which is derived 
from underlying assets or interest or exchange rates. OMERS enters into derivative 
investment activities in combination with the cash and short-term deposits portfolio. 
Derivatives transactions are conducted in the over-the-counter market directly between 
two counterparties or on regulated exchange markets. Types of contracts currently 
entered into by OMERS include: 

» Swaps, which are contractual agreements between two parties to exchange fixed 


and/or floating rate payments based on a notional value. 


» Forwards and futures, which are contractual agreements to either buy or sell a 
specified currency or financial instrument at a specific price and date in the future. 
Forwards are customized contracts transacted in the over-the-counter market. 
Futures are transacted in standardized amounts on regulated exchanges and are 
subject to daily cash margining. 

The Fund is exposed to credit-related losses in the event of non-performance by 

counterparties to derivative financial instruments. In order to mitigate this risk, OMERS: 

» deals only with highly rated counterparties, normally major financial institutions 
with minimum credit standard of “A” rating, as supported by a recognized credit 


rating agency; 


Vv 


enters into derivatives only on an unlevered basis; and 

» arranges either master netting agreements or other credit risk mitigation in the form 
of up front collateral or quarterly prepayments of the fair value of the contract on 
all derivative transactions. 

OMERS credit risk exposure is represented by the receivable replacement value of 
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NOTE 6 - DERIVATIVE FINANCIAL INSTRUMENTS 
(CONTINUED) 


contracts with counterparties, less any prepayment collateral or margin received, as at 
the reporting date. Credit risk represents the maximum amount that would be at risk as 
at the reporting date if the counterparties failed completely to perform under the 


contracts, and if the right of offset proved to be non-enforceable. 


Credit risk on futures contracts is minimal as the counterparty is an exchange rather 

than a corporate entity and contracts are marked to market and margin receivables and 

payables are settled in cash daily. 

The following table summarizes OMERS derivative portfolio and related credit exposure: 

> Notional value: represents the amount to which a rate or price is applied in order 
to calculate the exchange of cash flows. 

> Replacement cost: represents the cost of replacing, at current market rates, all 
contracts which have a positive fair value. The amounts do not take into 
consideration legal contracts which permit offsetting of positions or any collateral 


which may be obtained. 


(Millions) 1998 [EY 
Fair Value 
Notional Gross Gross Credit Risk Notional Credit Risk 
Value Assets Liabilities (replacement Value (replacement 
cost) cost) 

Interest rate swap contracts $ — GS = = 3 = $ 520 Sh 72 
Equity index swap contracts 917 84 = 84 420 8 
Bond futures contracts = = = = 144 | 


Equity index 


futures contracts 2,495 12 (1) 12 893 = 
Foreign exchange 

forward contracts 571 7 (9) 7 1,066 10 
Total $3,983 $103 $(10) $ 103 $ 3,043 $ 40 


All derivative instruments mature within one year. 


NOTE 7 - OTHER ASSETS 


(Millions) 1998 1997 
Contributions receivable $ 2 $ us 
Long term receivables" 21 28 
Other 7 7 

$30 $108 


() 


Under the terms of the OMERS Act and Regulation certain participating employers 
have entered into agreements with the Board for the provision of supplementary 
benefits for past service. Each employer is responsible, individually, for the funding 
of such benefits based on separate actuarial valuations. Amounts due from 
employers in respect of these agreements are recorded as long-term receivables to 
be paid, with interest, over a period not to exceed fifteen years. The fair value of the 
long-term receivables, which are valued using discounted cash flows using current 


market yield, is approximately $21 million (1997 - $28 million). 
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NOTE 8 - DUE TO ADMINISTERED PENSION FUNDS 

The managed pension plans which form part of the Fund are administered on behalf of 
The Board of Trustees of the Ryerson Polytechnic University and the Minister of Energy 
for the Province of Ontario (The Ontario Hydro Guarantee Fund) and are credited with 
amounts based upon their proportionate share of the investments of the Fund, at fair 
value. The Ontario Municipal Employees Retirement Board is authorized under the 
terms of the various management agreements to recover its expenses for administering 


the aforementioned plans. 


NOTE 9 - NET ASSETS 

The actuarial present value of accrued benefits is a calculation of the value of pension and 
other benefit obligations of OMERS in respect of benefits accrued to date for all active and 
inactive members of OMERS. This obligation is measured using actuarial assumptions and 
methods adopted by management as long-term best estimates of OMERS future 
experience. Since there is no intention of extinguishing the obligations in the near term, 
the fair value is best approximated by using the same actuarial basis. As underlying 
conditions change over time, management's best estimate assumptions may also change, 


which could cause a material change in the actuarial present value of accrued benefits. 


The following actuarial assumptions have been used in the actuarial valuations of OMERS: 


1998 1997 
Assumed rate of inflation 4.0% 4.0% 
Assumed rate of pensionable earnings increases 5.5% 5.5% 
Assumed actuarial rate of return on plan assets 7.5% 7.5% 


The extrapolation of the actuarial valuation to December 31, 1998, which follows, takes 
account of amendments made to the plan up to December 31, 1998. The 1997 
comparative amounts have been restated to reflect the actuarial valuation conducted as 
of December 31, 1997. 


(Millions) 1998 1997 
Fair value of net assets at end of year* $ 31,372 SP 2951100 
Adjustment to the fair value for actuarial purposes (3,135) (3,310) 
Actuarial value of net assets at end of year 28,237 25,790 
Actuarial present value of accrued pension benefits 
at beginning of year 21,105 19,660 
Ad hoc increases to pension benefits 18 38 
Interest accrued on benefits 1,582 1,478 
Benefits accrued 908 893 
Benefits paid (920) (811) 
Plan amendments = 520 
Experience gains (567) (673) 
Actuarial present value of accrued pension benefits 
at end of year 22,126 21,105 
Full earnings pension assets 8 8 
Full earnings pension liability 37 39 
Net liability of full earnings pension 29 3 
22,155 21,136 


Excess of actuarial value of net assets over 
actuarial present value of accrued pension benefits $ 6,082 $ 4,654 


“Excludes full earnings pension assets 
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NOTE 9 - NET ASSETS 
(CONTINUED) 


A portion of the excess of actuarial value of net assets over the actuarial present value 
of accrued pension benefits has been allocated by the Board to a Funding Stabilization 
Reserve. The amount of this reserve as at December 31, 1998 is $1,106 million (1997 - 
$1,055 million). 


The full earnings pension benefit was set up within the OMERS Act and Regulation for 
those members with earnings exceeding the amount that generates the maximum 


pension allowed by the Income Tax Act. 


During 1997, the OMERS Board proposed and the Ontario Government approved 
changes to the benefits provided under the OMERS Plan. These changes were made in 


anticipation of the growing funded ratio and include: 


> Effective in 1998, member and employer contributions were reduced by two 
percentage points. 

> The age plus years of service factor which entitles members to an unreduced early 
retirement pension was reduced from 90 for Normal Retirement Age 65 members 
and 85 for Normal Retirement Age 60 members to 85 and 80 respectively for 
members who retire on or after November 30, 1997 and on or before December 31, 
2002. 


> The early retirement reduction factor for members not entitled to an unreduced early 
retirement pension was reduced from 5.0% per year to 2.5% per year for members 


who retire on or after November 30, 1997 and on or before December 31, 2002. 


Effective January 1, 1998 survivor pensions were increased from 60.0% to 66.67%. 


v 


> All pensions for retired and deferred vested members of OMERS were increased, if 
necessary, to match the increase in inflation from date of retirement or termination 
to January 1, 1998. Similar increases were applied to the deemed earnings of 
members on disability waiver. 

Effective August 1998, the Board approved a full contribution holiday for members and 

employers. The contribution holiday will be reviewed annually by the Board, based on 


the funded position of the plan each year. 


SOLVENCY VALUATION 

The actuarial value of net assets and the actuarial present value of accrued pension ben- 
efits is presented above on the going concern basis, consistent with other areas of the 
financial statements. Under the Pension Benefils Act of Ontario, a wind-up valuation must 
be performed on the plan, even though the risk of it being wound up is remote. This 
special valuation excludes the full earnings pension benefits and assumes a liquidation 
scenario. The actuarial present value of accrued pension benefits, excluding the full 
earnings pension benefits, was estimated to be $24,000 million as at December 31, 1998, 
(1997 - $21,260 million). Under the solvency valuation, net assets are based on their fair 
value. As at December 31, 1998, the fair value of net assets excluding the full earnings 
assets was $31,372 million (1997 - $29,100 million). A reasonable allowance for the expens- 


es of winding up the plan would not significantly reduce assets available for benefits. 
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NOTE 10 - CONTRIBUTIONS 
(Millions) 
Members 
Employers, current service 
Employers, long-term receivables 

and interest thereon (note 7) 
Transfers from other pension plans 
Other contributions 


1998 1997 

$ 176 $ 428 
176 428 

8 2| 

6 6 

6 7 

$ 372 $ 890 


YEAR ENDED DECEMBER 31, 1998 


During the first seven months of the year, members and employers contributions were 


reduced by two percentage points from 1997 levels. Also, effective August 1998, a 


contribution holiday for both members and employers was put into place. These 


initiatives were introduced to reduce the actuarial surplus as discussed in note 9. 


NOTE I! - NET INVESTMENT INCOME 


(Millions) 

Short-term deposits 
Canadian bonds 
Non-Canadian bonds 
Private debt 

Mortgages 

Canadian equities 
Non-Canadian equities 
Real estate 

Resource properties 
Canadian private equities 
Non-Canadian private equities 
Derivative instruments") 


Realized gains on disposal of investments 
Unrealized appreciation/(depreciation) 
in the fair value of investments 


Less income credited to: 

Administered pension funds 

Provision for supplementary 
retirement benefits 


1998 1997 

$ 126 $ 64 
380 379 

88 42 

12 11 

102 146 
185 183 

74 79 

217 184 

10 (I) 

(13) (7) 

6 7 

399 94 

$ 1,586 $ LI7I 
1,748 1,354 
(415) 1,229 
2,919 3,754 
(39) (51) 
(13) (11) 

$ 2,867 Sue Oo7 


Derivative instruments tnclude realized and unrealized income. 
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NOTE |! - NET INVESTMENT INCOME 
(CONTINUED) 
Investment income by asset class, after allocating the income from derivative contracts 


and the realized and unrealized gains and losses on investments, for the year ended 


December 31, is as follows: 


(Millions) 1998 1997 
Fixed income $ 1,106 $ 851 
Canadian equities (171) 1,766 
Non-Canadian equities 1,550 787 
Real estate 434 350 


$ 2,919 O  S/ees 


NOTE 12 - BENEFITS 


(Millions) 1998 1997 
Members’ pensions $ 761 $ 699 
Commuted value payments 105 66 

Members’ contributions plus 
interest refunded 44 38 
Transfers to other pension plans 10 9 
$ 920 $ 812 


NOTE |3 - ADMINISTRATIVE EXPENDITURES 
A) OPERATING EXPENSES 


(Millions) 1998 1997 
Personnel services $ 22.0 8 ALO 7/ 
Transportation and communication 2.1 1.6 
Actuarial services 0.3 0.3 
Audit services 0.4 0.3 
Legal services 0.6 0.4 
Other professional services 0.6 Hol 
Occupancy costs and municipal taxes 2.8 2.3 
Systems development purchased services 9.1 4.4 
Other purchased services 5.4 5.0 
Equipment and depreciation 2.6 2.9 
Materials and supplies 1.3 ies 
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NOTE 13 - ADMINISTRATIVE EXPENDITURES 
(CONTINUED) 


B) COMPENSATION 


The following information is furnished in compliance with the Public Sector Salary Disclosure Act 1996. 


Employee Position Held 1998 Salary* Benefits** 
Anthony, C Portfolio Manager, FX & Short Term Bonds $ 106,831 $ 308 
Bale, B Senior Portfolio Manager, Core Fund 140,414 400 
Beswick, M” Senior Vice President, Pensions 160,609 8,583 
Buie, J Vice President, Corporate Planning & Budget 114,075 407 
Burgess, L Senior Portfolio Manager, Private Placements 156,638 391 
Carlin, C Senior Portfolio Manager, Small Cap. Fund 130,077 S75 
Clark, L Vice President, Economic Policy & Strategic Research 110,961 394 
Collier, I Vice President, Merchant Banking & Private Placements 182,693 529 
Eastman, E Portfolio Manager, Canadian Active Bonds 106,273 376 
Estabrooks, D Vice President, Financial Services 108,446 387 
Fotheringham, R Senior Portfolio Manager, Derivatives 122,996 362 
Friend, P*** Senior Portfolio Manager, Private Placements i 722 247 
Funston, E Vice President, Pension Administration 142,607 412 
Gladstone, W"’ Senior Vice President, Finance & Administration 175,100 7,056 
Gray, M Senior Vice President, Portfolio Management - Office 151,673 557 
Gunn, T"’ Senior Vice President, Investments 309,567 4572 
Jarvis, P Vice President, Fixed Income 115,192 358 
Knowlton, M*** Senior Vice President, Finance ORC 193,501 378 
Lai, T Portfolio Manager, Foreign Bonds 122,124 pil 
Latimer, M Managing Director, ORC 505,943 929 
Leckman, D Vice President, Public Market Equities 178,485 538 
Lurz, M Vice President, Pension Policy & Communications 102,894 SM 
MacDonald, M Director, Pension Finance Policy 111,600 596 
Morrison, J Senior Vice President, Portfolio Management - Retail 236,672 611 
Paget, M Manager, Application Services 106,835 34] 
Peto, .D: Portfolio Manager, Equity Trading 122,783 365 
Platt, G™ Senior Vice President, Corporate Affairs 139,485 7481 
Richmond, D" President & C.E.O. 553,785 20,862 
Senst, G Vice President, Real Estate 154,934 524 
Vaillancourt, C Vice President, Information Services 157,131 489 


“Salary includes incentive bonuses awarded on atlainment of total fund, corporate and divisional goals and objectives 
™ Taxable benefits include life insurance, car allowance and other taxable perquisites 
No longer employed by OMERS or OMERS Realty Corporation 


EXECUTIVE COMPENSATION 


OMERS executive compensation programs are designed to be competitive in order to attract, retain and 
reward the broad-based management talent needed to achieve the organization's objectives. In 
determining appropriate compensation levels for OMERS’ executives, a range of comparison groups is 
referenced and may include other large public sector pension funds, large private sector pension funds, 
financial service organizations, the broader public sector - hospitals, agencies and commissions. 
Comparison groups can vary with executive position. 

In 1998, the Board finalized and approved a complete review of executive com pensation within OMERS, 
assisted by independent professional compensation consultants. The Compensation Sub-Committee of the 


Board reviews external executive compensation trends and practices. 
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Five YEAR REVIEW 


YEAR ENDED DECEMBER 31, 1998 


Five Year Review of Financial Data 


($ Millions) 1998 1997 1996 1995 1994 
*INVESTMENTS AT MARKET 
Ontario debentures 773 804 828 818 996 
Marketable securities 31,756 28,572 24,788 20,459 19,650 


32,529 29,376 25,616 D Veli 20,646 


*NET ASSETS AT MARKET VALUE FOR 


Total Fund 31,380 29,108 25,378 DL Pals) 18,389 
Liability for: 
Supplementary benefits agreements 116 110 121 120 134 
Administered pension funds 437 395 341 345 2,463 


31,933 29,613 25,840 21,678 20,986 


INVESTMENT INCOME EARNED 
(INCOME INCLUDES UNREALIZED GAINS/LOSSES) 


Basic plan 2,867 3,692 4,074 2,625 310 
Basic plan unfunded liabilities 13 II J VI 13 
Administered pension funds 39 5| 55 38 | 44 

2,919 et 4,138 3,017 367 


CONTRIBUTIONS RECEIVED FOR 


Basic plan 364 869 874 869 870 
Basic plan unfunded liabilities 8 21 8 6 9 
Supplementary benefit agreements - = — | = 
372 890 882 876 879 

PAYMENTS TO MEMBERS 
Pensions paid 761 699 661 570 49| 
Contributions and interest refunded 149 104 89 67 5| 
Transfers to other plans 10 9 6 6 4 
920 812 756 643 546 

EXPENDITURES 

Administration 47 40 35 3}8! 33 
Investment Operating 30 24 25 22 18 
77 64 60 55 5| 


TOTAL FUND ANNUAL RATES OF RETURN 
Time-weighted return on market value 10.1% 14.8% 19.3% 14.2% 1.8% 


*market value as at December 31 
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Our Vision 


OMERS will be an autonomous, OMERS will provide a choice of OMERS will keep its “pension 
self-funded pension plan pension options for employees promise” through prudent 
managed by and for its members engaged in the delivery of local investment and cost effective 
and employers. government services. management. 


1999 Highlights 


Profile Performance 
OMERS serves more than 1,000 employers and 50 unions and associations. OMERS has posted another strong return in 1999. 
Plan membership has grown to 271,000. Investment assets now total $35.3 billion. 
° One-year results VO276 
Employer 
hag hate ¢ Four-year results 14.8% 
° Ten-year results 11.1% 
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Our Core Values | - Contents 


We provide high quality service Chair's Report 


to all our clients. o Ue President’s Report 
ee é : Pension Services 
We treat each other with respect, 


Investment Services 


fairness, trust and dignity. Financial Pertormanes 


Financial Position 


Member Services 
As the Plan continues to grow, OMERS is committed to providing service and plan improvements. 


The value of an OMERS pension grows each year by the rate of inflation. A member who received 
a $20,000 pension in 1990 would receive almost $25,000 today. 


Pension payroll Growth in pension benefits 
($ millions) due to inflation protection 
$20,000 in 1990 increases to $24,779 by 2000 
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Financial Statements and Notes 

Ten Year Review 

Board Members and Senior Officers 
Mandate and Governance 


Chair’s Report 


I have had the honour of serving as a member of the Board since 1992 and 
have seen first hand how well OMERS works under the management of both local 


employers and their employees. 


OMERS was one of the first pension funds in Canada to adopt a joint management 


model and it has produced great results for plan members. Joint management makes 


sense because employers and employees are equally responsible for plan contributions 
as well as sharing funding gains and losses. Their Board representatives keep the 
focus on what matters - reliable pension income, competitive benefits and 


responsive pension services. 


Value of representative Board 
The representative nature of our Board is a constant reminder that policies and 


decisions must be in the best interests of all our stakeholders. 


We are responsible for providing secure pension benefits to a broad spectrum of 
members who work in large cities and regional governments, small towns and 
villages, as well as school boards, libraries, hydro utilities, health care centres and 
children’s aid societies. We are also responsible for ensuring these benefits are 


provided at reasonable cost to our members and employers. 


The Board consists of six employee and six employer 
representatives, as well as one representative of the province. 
The employee representatives include a retiree. We are one 
of the few plans to have a pensioner on the Board. 


Typically, a pensioner gets back the value of life-time 
contributions, plus interest, within five years of retiring. 


Highly effective organization 

Joint management, with day-to-day responsibility assigned to professionals, is a key 
reason why OMERS is a perennial top performer among major institutional investors 
in Canada. The Board oversees these professionals and ensures they deliver the pension 
promise, manage the assets prudently, and run a customer-focused organization 
that’s getting better year by year. To ensure we consistently meet high governance 
standards, in 1999 we were the first Canadian pension plan to initiate a full board 


evaluation process, using the expertise of an independent management firm. 


The results speak for themselves. As a public health nurse who is a member of the 
Plan, | am happy that a secure pension, protected against inflation, with benefits for 


my survivors, will be waiting for me at the end of my career. 


Money in the pockets of members 

OMERS has performed so well in recent years that we are returning more than 
$5 billion of surplus funds to active members, pensioners and local employers 
throughout Ontario. This re-investment in the community is helping to fuel 
Ontario’s robust economic growth by putting money into the pockets of active 
members and pensioners, as well as the coffers of local employers at a time of 


fiscal strain. 


However, sharing the surplus is not an easy task. We are committed to paying all 
members the pension benefits they are entitled to, based on their best five years of 
earnings and years of credited service. In practice, we have continually enhanced 
benefits beyond that. The Board reviews the surplus annually and will provide 


further improvements if possible. 


All in all, we are pleased with joint management by employers and employees in 
overseeing a dedicated management team. The plan has always been fully funded 
and financially stable. Keeping it that way is the continuing mission of the 


members of the Board. 
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Susan O'Gorman 
Chair 


President’s Report 


MERS has grown into one of the largest pension funds in Canada, earning 
investment income from across the country and around the world. The Fund 
achieved an enviable 15.2% investment return in 1999, with a four-year return 


of 14.8%, and entered the millennium with a healthy surplus. 


The $5.6 billion surplus reflected a $2.7 billion increase in actuarial net assets to 
$31.0 billion, thanks primarily to strong stock markets and slower than anticipated 


growth in the cost of future pensions due to low inflation and modest salary increases. 


We earned $4.6 billion in net investment income in 1999. The Canadian stock market, 
where we make most of our equity investments, was among the best performers in 
the world for a change. However, its stellar growth was almost entirely due to 
appreciation in two stocks, BCE and Nortel, whose share appreciation dominated 


the Toronto Stock Exchange. 


We continued to deliver strong member service during a year of exceptional growth 
in pension administration. The workload soared as active members responded to the 
early retirement incentive program and pensioners inquired about plan enhancements 
under the surplus management initiatives. The continued amalgamation of 
municipalities throughout Ontario placed higher demands on our resources, and we 


were pleased to help employers with their pension services during a time of transition. 


A major development at year-end was the introduction of our new Membership 

Services System, which will enable us to better respond to increased demand. Using 
advanced technology, the system is the bedrock on which we are building a much 
improved service delivery to employers, active members and pensioners. This system 


is described in greater detail in the Pension Services section. 


Our priority, of course, is to make sure that all members receive the secure pension 
benefits to which they are entitled. To deliver the pension promise, we have developed 
a highly effective organization, managed by a team of professionals with expertise in 
investment products, pension services, plan administration and corporate leadership. 
The jointly-managed Board serves as a vital governance check in making sure 
management remains focused on maximizing investment returns, managing assets 
prudently, and providing active members, pensioners and employers with the 


services they need. 


The OMERS pension can be viewed as the cornerstone of 
the member’s retirement income, augmented by personal 
savings and government programs. 


We are well positioned for the future and have developed with the Board a strategic 
plan designed to win OMERS greater autonomy from provincial control, strengthen 
our accountability, improve client services and better manage risk in all facets of 


our operations. 


The demands on OMERS will continue to escalate as an aging membership enters 
retirement. The Plan’s youngest current member will retire around 2035 and could 
collect pension benefits until 2070 or beyond. Consequently, ensuring the plan 
carries as much surplus as permissible under the federal tax legislation is critical 
to reassuring all members that the money will be there when they retire over the 


next three and a half decades. 


Our job is to ensure that members receive a good pension at low cost to them, 
now and in the future. We are ready for the challenges of a new century in serving 
the pension interests of those we care about the most - our active members and 


pensioners. 


I would like to thank the Board for its vision and leadership and our employees for 
their dedication and hard work. OMERS has achieved consistently high results on 


behalf of all our members because of their efforts. 


ee a 
Dale E. Richmond 
President and CEO 


$5.2 billion on Surplus 
Management Initiatives 


Benefit Improvements 
($1.2 billion) 


100% guaranteed inflation protection 


Change to CPP offset means larger 
OMERS lifetime pension 


Over 35 years, contributions 
refunded 

Restructuring Assistance 

($1 billion) 

Better early retirement provisions 
Retire 15 years before normal 
retirement age 

Cost Relief 

($3 billion) 

Contribution holiday 


Pension Services 


T. delivery of pension services to active members is the joint responsibility of 
OMERS and more than 1,000 local employers throughout Ontario. Serving the needs 


of retired members and their survivors is the sole responsibility of OMERS. 


Our pension services faced unprecedented demands in 1999 as a result of widespread 
benefit improvements and the continued amalgamation of local governments. At 
the same time, we completed the first phase of a five-year plan to introduce the 


most modern pension management system in the industry. 


Latest benefit improvements 
In May 1999 we introduced further plan improvements for active members, employers 
and pensioners, following consultation with representatives of these stakeholder 


groups. The most recent benefit enhancements are: 


1. Guaranteed 100% inflation protection 

Protecting against inflation has always been a priority for retirees. In the past, 
pensions were “topped up” against inflation on an ad hoc basis, depending on the 
plan’s financial position. Now all current and future pensions are inflation protected 


up to 6% each year, a change that benefits about 75,000 pensioners immediately. 


2. Up to 100% survivor benefits 

We have periodically improved pensions for surviving spouses since 1971. In 1998 
they were increased to 66 2/3%, the maximum allowed by the federal Income Tax 
Act. Now surviving spouses are entitled to the 66 2/3% of the member's pension, 
plus 10% per dependent child to the maximum of 100%. This change could benefit 


many of the 14,000 surviving spouses and will, of course, benefit all future ones. 


3. Extension of the contribution holiday 
The original contribution holiday from June 1998 until July 1999 now continues 
until the end of 2001. It is subject to an annual review by the Board to ensure 


sufficient surplus funds are available. 


It is expected that contribution levels will be phased in after 2001, returning to 
normal on January 1, 2004. For most members eligible to retire at 65, the normal 
contribution level is 6% of salary up to the Year’s Maximum Pensionable Earnings 
(YMPE), and 7.5% beyond that. For 13% of active members, mostly police officers 
and firefighters, who are eligible to retire at 60, it is 7% of salary up to the YMPE 
and 8.5% beyond that. The YMPE for 2000 is $37,600. 


During the contribution holiday, members continue to earn credited service as if 


they were making contributions. Consequently, their pensions are not affected. 
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Providing secure pensions for 
our members is our greatest priority 
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The number of phone 
calls increased by 
18% in 1999 


Pension Services 


4. Higher pensions 

The Canada Pension Plan introduced a new pension calculation that effectively 
reduced benefits to our members. We responded by revising the CPP offset formula 
so that OMERS will pay higher lifetime benefits to members. The offset has been 
lowered from 0.7% per year of credited service at age 65 to 0.675%, and we have 
moved to a five-year average of the Year's Maximum Pensionable Earnings. These 


changes will be retroactive to January 1, 1999, but still await government approval. 


5. Refund of contributions after 35 years of service 
Members with more than 35 years service no longer have to pay into the pension 
plan and excess contributions have been refunded. This has meant an average 


payment of more than $9,000 to affected members. 


6. Further enhanced early retirement incentives 

Under the latest package, the early retirement incentive is improved to an 80 factor 
for those normally eligible to retire at 65 and a 75 factor for those normally eligible 
to retire at 60 if they retire between January 1, 1999 and December 31, 2001. As 
well, members can retire up to 15 years, rather than 10 years, before their normal 


retirement date. 


Soaring business volumes 
The introduction of new benefits, the rising demands for information by members 
approaching retirement and a larger membership were among the factors that 


increased our work volumes in 1999. 


In May alone, when the latest surplus package was announced, we received more 
than 3,000 requests for quotes, compared to less than 600 a month, which is our 
normal average. For the full year, we received almost 59,000 phone calls (an 18% 


increase over 1998), and 16,269 requests for pension quotes (a 56% increase). 


The higher business volumes caused a temporary backlog in regular service, but due 
to extraordinary staff efforts, by year-end the backlog was cleared. We will monitor 
service levels on an ongoing basis as we continue to upgrade our systems to meet 


increased demands. 


Local government amalgamation 
The introduction of the surplus management initiatives and early retirement 
incentives coincided with the restructuring of local governments that began 


in 1997 and is expected to continue for two more years. 


Pension payroll 
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OMERS is one of few pension funds that has a diverse employer base, adding 
to the complexity of plan administration. In 1999, about 450 local partners also 
had supplementary benefits that we administer. As local employers reduced their 
administrative staff, we assumed greater responsibility in helping them provide 


pension services to their employees. 


Expanding membership 
Despite municipal downsizing during the past two years, plan membership continues 
to grow as the province transfers services to local government, reaching more than 
271,000 at the end of 1999. 


In fact, OMERS attracted several new employers in 1999 - for example, GO Transit, 
with approximately 1,100 employees, and the Ontario Property Assessment 
Corporation, with 2,000 employees. By choosing OMERS, they cast a vote of 


confidence in our Plan. 


Pensioner services 
The pension payroll was $817 million in 1999, a 7% increase over the previous 
year. The pensioner population grew by 4.8% to 75,336 people, including members 


receiving disability pensions, surviving spouses and dependent children. 


New retirements were 5,719 in 1999, of which 3,563 were early retirements, versus 


3,706 new retirements and 2,646 early retirements a year earlier. 


All members receive a pension based on 2% of their best five years of earnings 
multiplied by their years of credited service to a maximum of 35 years. Members 
with 35 years of credited service no longer contribute. At age 65, the pension is 


adjusted to integrate with the Canada Pension Plan. 


The pensions of individual members vary greatly, consistent with the inherent 

diversity of the OMERS plan. Our members include librarians, clerks, police and 
firefighters, children’s aid workers and municipal politicians, who earn a broad 
range of salaries. The average salary is about $41,000 and the average pension 


of a member retiring in 1999 was $15,900. 
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Pension Services 


The most modern plan administration 
We constantly strive to improve service. In January 2000, we brought online 
our new Membership Services System to give OMERS the most modern pension 


administration in Canada. 


Custom built from scratch to our specifications, the system enables us to deliver 
higher quality service at reduced costs, better manage the collection and verification 
of member information, eliminate manual processes, maintain data integrity and 
ensure flexibility in adapting to future requirements. For example, the new system 


will help to shorten the turnaround time for pension and termination quotes. 


We are committed to better managing expectations through more effective 
communications, monthly monitoring and reporting on pressures and performance, 
and extensive staff training. 


Maria enrolled in OMERS on January Ist, 1975 and when 
she retired 25 years later at age 65, she was earning about 
$40,000. Maria’s contributions to the plan, with interest, total 
about $72,000. She will receive around $365,000 in pension 
benefits by the time she’s 85. 


Member communications 
Our commitment to excellence in customer service includes open communications 


with employers, employees and pensioners. 


Ongoing communications with active members and pensioners include newsletters, 
two open general meetings, the web site at www.omers.com, a phone information 
service at 1-800-387-0813 and hundreds of general information and pre-retirement 


meetings around the province. 


A recent member survey indicated a need for us to make better use of technology, 
especially the Internet, in handling inquiries and providing member access to 
pension information. With that in mind, we introduced a retirement planner on 

our web site in 1999. Called the Estimator, the program is a pension industry leader. 
It enables members to project their pension up to retirement by changing various 


basic assumptions to identify different retirement options. 


For employers, we produce newsletters, hold information meetings, conduct training 


seminars and provide a pension administration manual. 


Investment Services 


Almost 80% of a member’s pension is funded by investments, 


with the remainder coming from contributions. 


S... an OMERS member could pay into the plan for 35 years and receive 

a pension for another 25 to 30 years or more, our investment horizon must span 
several decades, and that influences our selection of investment assets. We invest 
in assets that offer the best prospect of long-term growth, although returns may 
fluctuate in the short term. By maintaining a long-term view, we can create 

the financial resources needed to assure all members of a guaranteed and fully- 


indexed pension. 


Investment objective 

The Plan needs to earn on average 4.25% per year above the rate of inflation to meet 
the long-term cost of benefits. Although inflation in Canada has been less than 2% 
until recently, over the long term it is projected at 3% annually. As a result, the 


nominal investment target for the next several years is 7.25%. 


The investment objective assumes the Plan will maintain a surplus as a contingency 
reserve against the high risk of short-term declines in investment values and changes 


in actuarial assumptions. It also assumes stable contribution rates over the long term. 


Investment approach 

The Plan’s financial strength and extremely long investment timeframe enable 
us to follow a prudent investment policy that emphasizes reliability and stability 
of returns by spreading risk over a variety of asset classes. If the Plan had more 
liabilities than assets, we would have to close the gap by earning higher returns 
over the long term while tolerating greater volatility in the short term. The Board 


would also have to consider raising contribution rates. 


Investment Returns 
Actual vs. Funding Requirement 
(%) 
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1974 ~ 1999 


WE Funding Requirement MM Actual 


Asset Policy 


HM 60% Equity 
27.5% Fixed Income 
12.5% Real Estate 


We aim for the midpoint in our 
target range for each asset class 


Asset Mix 


y 


WH foreignEquity 25.4% 
WH Canadian Equity 36.2% 
W@) Foreign Bonds 4.5% 
™ Canadian Bonds 19.1% 
Cash 2.4% 
Real Estate 12.4% 


A pension fund’s investment returns are determined by its asset mix policy and 

the behaviour of the markets in which those assets are invested. The returns of one 
pension fund, compared with another, primarily reflect different asset mix decisions 
that are based on the size and maturity of each plan’s liabilities as well as the level 


of payroll contributions by plan members and employers. 


Because the matching of assets with long-term liabilities is the driving force behind a 
pension plan’s investment policy, performance is very much a long-term perspective. 
A pension fund need not be overly concerned about short-term fluctuations in 


market values because it is not investing for the short term. 


Asset mix 

The most important investment policy decision is setting the asset mix, which 
directly influences fund returns. This involves choosing investments that best match 
the plan’s liabilities - the money needed to pay future pensions. A comprehensive 
review of the asset mix policy is normally undertaken every four years, with the 


last one completed in early 1997. 


OMERS has three broad asset classes, each with a different risk/reward profile and 


timeframe for optimum performance: 


> Equities, or stocks, are highly volatile in the short term, but are expected to 
produce better returns than bonds and real estate over the long term. For 
publicly-traded stocks, the ideal investment timeframe is three to five years, 


while for private equity it can extend to 10 years. 


> Bonds are less risky and volatile than stocks, and provide steady income as well 
as the return of the original capital at maturity. The investment timeframe is 


most often five to 10 years. 


> Real estate is an effective hedge against inflation, offsetting the indexed nature 
of pension benefits, and tends to deliver superior returns over a horizon of at 


least 10 years and usually much longer. 


Our asset mix policy reflects the different performance expectations of these 
asset classes. Within each class, risk is diversified over several portfolios based 
on industries and geographic markets that move on different growth cycles. For 
example, approximately 30% of the fund’s investments at market value were 
exposed to markets outside Canada in 1999 through direct investments and 
derivative contracts. In recent years, foreign stock and bond markets have 
outperformed Canadian markets. In 1999, however, Canadian markets performed 


as well as or better than U.S. and overseas counterparts. 


organization 


Our pension plan is well-managed, 
financially sound and has a proven track record 


Investment Services 


Equities 

Our equity investing recognizes that when we buy stocks, we buy an ownership 
position in companies. At the end of 1999, we had $19.6 billion invested in stocks, 
of which 62% was in Canadian public and private companies. We owned on average 
almost 2% of the market capitalization of the companies listed in the TSE 300 index 
on the Toronto Stock Exchange. 


We follow three strategies for equity investing, with the emphasis on active rather 


than passive management. 


Actively managed stocks: We have created one of the largest actively managed stock 
portfolios in Canada. At the end of 1999, it contained 371 stocks valued at $10.4 
billion. The portfolio is 80% managed by staff and 20% by external managers with 
expertise in particular market sectors. We invest in growth companies where large 


capital gains can be achieved, though at higher risk, over the long term. 


Some institutional investors, such as mutual funds, focus on quarterly and annual 
investment returns and trade actively to maximize returns. We invest over several 


market cycles and principally buy corporate shares to hold rather than trade. 


OMERS diversifies its portfolio by type of security, investment style, 
industry, geographic region, country and time to maturity. 


Outside Canada, we have a $5.4 billion portfolio that is managed by several external 
managers and consists of 1,334 stocks selected from established indices in the United 
States and internationally. We believe in investing in different economies around the 
world, although we select individual companies, not countries. Approximately 50% 
of our foreign equity exposure is in the United States, with the remainder split 
between Europe and the Far East. 


While equities create wealth over the long haul, the Canadian market represents 
only 2% of world capital markets. Consequently, we are paying increased attention 
to the global nature of capital markets by favouring companies with growing 


international operations. 


Indexed stock funds: Buying shares to replicate a recognized stock index is a cost 
efficient method for large investors like OMERS to invest in equities. Index funds are 


expected to match the performance of their respective index, less transaction costs. 


Investment Services 


In Canada, we invest in the shares of the companies that make up the TSE 300 Index, 
such as major banks, insurance firms, technology companies, consumer goods 
producers and retailers, and resource companies. In 1999, we had $1.3 billion in 


Canadian stock index funds. 


Outside Canada, we focus on the S&P 500 index of companies in the United States 
and had $1.7 billion invested in this index in 1999. 


Vierchant banking: Investing in private companies diversifies our assets beyond 

the extreme valuations and volatility of public markets. There are numerous private 
firms in Canada and around the world that can benefit from our financial and 
strategic support. They offer good capital growth potential over several years, and 
we eventually realize gains through a public share offering or the sale of our interest 
to management or private investors. We are now a major merchant bank funding 
source in Canada and at the end of 1999 had placed $849 million in private equity 


and $216 million in private debt. 


Fixed-income investments 

Traditionally we have invested equally in short-term, mid-term and long-term bond 
portfolios, and a large mortgage portfolio. With Canadian governments reducing 
their borrowings, we are concentrating on expanding our investments in corporate 
bonds. Recently, we changed our approach by forming a core $4.1 billion bond 
portfolio, which provides us with increased internal flexibility to take opportunistic 
positions. As a result, we reduced the number of Canada bond issues in which we 
participate from roughly 54 to 33. Similar consolidations have occurred in provincial 


issues. The net effect should be higher returns from fixed-income investments. 


Derivatives 

Derivatives are financial agreements between OMERS and counterparties, such as 
banks, insurance companies and investment dealers. These contracts take their value 
from an underlying asset, such as a group of stocks or bonds, or from underlying 
interest rates and currency exchange rates. OMERS was one of the first Canadian 
pension funds to use derivatives, starting in 1995, to rebalance and refine the asset 


mix and to facilitate a better matching of assets and liabilities. 


Derivatives enable us to maximize exposure to foreign bond and equity markets, 
provide greater liquidity than owning the underlying assets, are a cost effective 
form of investing, and enhance overall returns. They also facilitate efficient risk 
management among different types of assets and different countries. Our derivative 


contracts are discussed further in Note 4 to the financial statements. 


The notional value of derivative contracts in 1999 was $4.4 billion, compared with 
$4.0 billion a year earlier. Our net credit risk exposure from derivatives at the 1999 


year-end was $127 million, or 0.4% of the fund. 


Good corporate governance practices are important in 
focusing corporate managers on creating long-term 
shareholder value. 


The rapid development of derivative markets worldwide has increased opportunities. 
We have extensive monitoring and control processes that give us the confidence to 
expand our participation in derivative-based foreign bonds, and Canadian and 
foreign equities. Consequently, we increased the allowable allocation to derivatives 


from 15% to 30% of total invested assets effective in 2000. 


Real Estate 

Real estate is one of the best investment assets available in matching our liabilities. 
It generates superior returns over multiple decades, acts as a hedge against inflation 
(a long-term concern to a plan providing indexed pensions), produces regular cash 
flow from the rental income stream, and has lower volatility than stocks and bonds. 
The cash flow from real estate in 1999, for example, was sufficient to pay 27% of 


all pension benefits. 


We have built one of the largest real estate investment portfolios in Canada, valued 
at $4.4 billion. The portfolio consists of 92% direct property ownership and 8% in 
real estate equity. 


The 75 directly owned properties are principally "best in class” office buildings and 
large shopping centres in major urban markets across Canada. They include 30 office 


buildings purchased from the Royal Bank of Canada in 1999. 


Corporate governance 

We own shares in more than 1,200 companies with significant holdings in about 800 
firms. It is important to us that the management of companies in which we invest 

focus their efforts on creating long-term shareholder value. Research has shown that 


companies with good corporate governance tend to generate better returns. 


Good corporate governance practices include setting out the responsibilities and 

expected performance of management and its accountability to the shareholders. 
We assist companies in maintaining this focus in the way we vote the shares we 
own. We have published Proxy Voting Guidelines (also available on our web site) 
so that corporate managers and other shareholders understand how we are likely 


to vote on specific issues that affect shareholder value. 


OMERS believes that public companies should provide much greater disclosure than 
is currently required by Canadian and U.S. regulators so that individual investors 


have access to information as readily as institutional investors. 


iliversity 


Our jointly managed Board balances 
the diverse needs of our members 


Financial Performance 


Change in net assets 

During the year, $3.6 billion was added to the Plan’s net assets, compared with $2.3 
billion in 1998, bringing total net assets to $34.9 billion. The entire growth in net 
assets in 1999 was the result of $4.6 billion in net investment income, compared with 
$2.9 billion a year earlier. Strong Canadian and foreign equity returns contributed 


much to the improved performance. 


No income for current service was received from employers and active members in 
1999 as they continued to enjoy the contribution holiday that came into effect in 


August 1998 under the surplus management initiative. 


Net assets were decreased by $1 billion in pension benefit payments, compared 
with $920 million in 1998, and $70 million in administrative costs, compared with 
$47 million a year earlier (administrative expenses are tabulated in note 11 to the 
financial statements). The 9% growth in pension benefits was principally caused by 
higher retirements in response to early retirement incentives. The introduction of the 
new Membership Services System to better manage plan administration was the 


major reason for higher operating costs. 


The plan ended 1999 with $34.9 billion available for benefits, a gain of $3.6 billion 
during the year. 


Fund Performance 

OMERS was empowered to pursue an active investment policy in 1974 and has 
gradually developed the asset mix that exists today. Since 1974, the fund has achieved 
a compounded annual rate of return of 11.5%, surpassing the long-term investment 


objective that the plan needs to earn consistently to maintain a fully funded position. 


Asset growth since 1974 
(Market Value $ billions) 
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Returns vs. benchmarks 
by class 
(%) 
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‘ ; anadian oreign Real 
0.97 -1.09 Equities Equities Estate 
11.68 -10.53 


Returns fluctuate within each class, 
but year after year, OMERS strong 
performance ensures secure pensions 
for our members 


Financial Performance 


Returns are also measured in the short term to monitor performance in volatile 
markets. If short-term returns deviate unusually from market results, we can refine 


the asset mix to better balance fluctuations over the long term. 


In 1999, our annualized rate of return for four years (a standard in the pension fund 
industry) was 14.8% and for one year 15.2%. These results compare favourably with 


the total long-term funding requirement (4.25% + inflation). 


Asset class performance vs. benchmarks 

Canadian equity portfolios earned 27.4% in 1999, compared with 31.0% for their 
benchmark (a blend of the TSE 300 index and the Nesbitt Burns Small Cap Index). 
The underperformance against the benchmark was due to an underweighting in 
Nortel, which accounted for a significant part of the total TSE 300 return in 1999. 
As a pension plan, we maintain a diversified portfolio, limiting the amount we 


invest in any one holding. 


Merchant banking had exceptional results for the third consecutive year with a 


29.3% return, versus 25.5% for its benchmark (an adjusted TSE 300 Index return). 


OMERS rates of return vs. benchmarks 
1-Year 4-Year 10-Year 


Actual Benchmark 


Actual Benchmark Actual Benchmark 


Fixed Income 


Canadian -0.97 - 1.09 7.34 723 9.72 10.02 
Foreign eililsat) O53) 4.89 By oe) = = 
Equities DSwlul 26.41 19.06 LOA, W279) eo, 
Canadian Dies 5 31.04 18.34 17.46 130) 10.50 
Foreign 23.46 19.85 19.30 20.89 15208 14.58 
Real Estate (5/2 3.04 eS 9.94 IP) JeIf'5) 
Total Fund ey sy 6.84 14.79 5.86 ROS) 6.35 


Foreign equity portfolios earned 23.5% to exceed 19.9% for the benchmark (based 
on the Russell 3000 Index in the United States and the Goldman Sachs Global 
Index, excluding Canada and the U.S.). The superior results reflected the success of 


our external fund managers in Europe and the Pacific Rim. 


Canadian fixed-income portfolios had a negative 1.0% return, versus a negative 
1.1% for the benchmark (the Scotia Capital Bond Universe Index). We beat the 
benchmark by earning higher returns from our large mortgage portfolio and 


negotiating improved returns on private debt. 


With a negative 11.7% return, foreign fixed-income investments underperformed 
their benchmark (the JP Morgan Global Bond Index, excluding Canada), largely 


because of the performance in Japan. 


The real estate portfolio had a good year with a 6.7% return, compared with 3.0% 
for the benchmark. We introduced a new benchmark in 1999 based on 85% of the 
CPI + 4.75%, and 15% of the TSE 300 real estate sub-index. Property values 
showed minimal appreciation in 1999 and real estate equity declined by 15%. 


This was offset by strong growth in cash flow from property investments. 


Growth in liabilities 
The actuarial present value of accrued pension liabilities totaled $25.3 billion at 


the end of 1999, a 13.7% increase over the previous year. 


The Plan’s financial obligations to active members, pensioners and former members 
have grown substantially in recent years. This trend will continue as the "baby 
boom” generation of members enters retirement. Although wage growth has been 
relatively flat recently, members have been retiring earlier than expected by taking 


advantage of the Plan’s early retirement enhancements. 


Cash flow 

We received $1.3 billion in cash flow during 1999 from interest, dividend, and rental 
property income, plus contribution transfers by members joining OMERS from other 
plans and supplementary payments by employers. In addition another $2.0 billion 
was realized on disposal of investments. This cash flow more than offset the $1.0 
billion paid out in benefits. The Board reviews the effect of the contribution holiday 
on cash flow annually. Investment income is expected to continue to exceed benefit 


payments during the remainder of the contribution holiday. 
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Financial Position 


The cost of all current and future pensions is estimated on a regular basis to ensure 


the plan has enough money to keep the pension promise. 


An independent actuary estimates the value of assets and liabilities, as well as the 
cost of accruing benefits, based on various economic and demographic assumptions. 
These estimates are prepared every year and extrapolated over the next 20 years. 


They assist OMERS in making decisions about the use of surplus funds. 


Conservative long-term assumptions are made about three key factors — investment 
returns, which affect the value of assets, and inflation and salary increases, which 


affect the value of future benefits. 


Valuing the assets 

The market, however, determines the value of assets. These values can be highly 
volatile, with a single year’s results being unusually high or unusually low. The 
actuary performs a calculation to smooth changes in the market value of assets for 
the current year plus the four preceding years to produce an adjusted market value. 
This smoothing of asset values provides a more objective picture of the long-term 


relationship of assets to liabilities. 


Valuing the liabilities 

To value the liabilities, the actuary examines the plan’s demographics - the age, 
length of service, salary ranges, full-time versus part-time employment, and other 
factors of the diversified membership. Information is processed on active members, 
former members who should have entitlements in the plan, and pensioners, 
surviving spouses and children who receive benefits. In addition, mortality, 
disability and termination of employment data are factored in. OMERS collects 


this member data annually from more than 1,000 employers. 


Change in surplus 

The present value of accrued liabilities is deducted from the actuarial value of assets 
to calculate the actuarial surplus. From this, 5% of liabilities is set aside in a funding 
stabilization reserve as a cushion against volatile investment returns, or a surprise 
change in the liabilities through demographic variations, such as accelerated early 


retirements. 


Statement of Changes in Surplus 


($ millions) 1999* 1998 
Surplus, beginning of year 5921 4,654 
Increase in net assets available for benefits 3,550 DMD 
Change in actuarial asset value (smoothing reserve) (822) 175 
Increase in actuarial value of 

net assets available for benefits 2,728 2,447 
Less: net increase in accrued pension benefits 3,047 1,180 
Surplus, end of year 5,602 5,921 


* Projection based on 1998 valuation and changes in assets and benefits during 1999. 


Actuarial Cost Certificate 


As at December 31, 1999 


For the Ontario Municipal Employees Retirement Board 

The most recent actuarial valuation of the registered pension plan benefits provided under the Ontario Municipal Employees 
Retirement System was conducted as at December 31, 1998 using the Unit Credit Actuarial Cost Method, with projection of 
earnings. The purposes of the valuation were to determine the funded status of OMERS as at December 31, 1998 and to examine 
the adequacy of the ongoing contribution structure to maintain OMERS in a satisfactory actuarial and financial position. 


The results of the actuarial valuation of the registered pension plan benefits disclosed total going concern Actuarial 
Liabilities of $22,283.426 million in respect of benefits accrued for service to December 31, 1998, prior to recognition of the 
plan amendments known as the “Board’s Package of Surplus Management Proposals”. The Actuarial Assets at that date were 
$28,237.059 million indicating a going concern Actuarial Surplus of $5,953.633 million, of which $1,114.115 million has 
been allocated to a Funding Stabilization Reserve by the Board. The net actuarial liability in respect of the full earnings 
pension benefits accrued for service to December 31, 1998 (determined using assumptions selected by the Board for purposes 
of the Consolidated Financial Statements) was $32.852 million, leaving an overall Actuarial Surplus of $5,920.781 million. 


If the Board’s Package of Surplus Management Proposals, which were effective January 1, 1999, were to be recognized as 
of December 31, 1998, the going concern Actuarial Surplus in respect of the registered pension plan would be reduced to 
$4,799.835 million. Similarly, the net actuarial liability in respect of the full earnings pension benefits would be increased 
to $35.477 million, leaving an overall Actuarial Surplus of $4,764.358 million. 


The results of the actuarial valuation also indicated that the levels of member and employer contributions prescribed in 
the OMERS Regulations, in conjunction with the Actuarial Surplus, are sufficient to meet the Normal Actuarial Cost of 
benefits to be earned each calendar year until the next actuarial valuation is performed. 


We have considered the funded position of the Plan assuming it had been wound up on December 31, 1998. In our opinion, 
the value of the Plan assets would have been greater than the actuarial liabilities if the Plan had been wound up on that date. 


We have considered the likely development of the Actuarial Liabilities during 1999. Further, we have calculated the Actuarial 
Assets at December 31, 1999. In our opinion, the assets of the Fund at December 31, 1999 are sufficient to meet all the 
liabilities of the Plan in respect of benefits accrued for service to that date on both a going concern basis and a wind up basis. 


The actuarial valuation of OMERS as at December 31, 1998 was conducted using membership data and financial 
information supplied by the Board. We reviewed the data for reasonableness and consistency with the data provided in 
prior years. In our opinion, 

* the data are sufficient and reliable for the purposes of the valuation, 

“the assumptions adopted are, in aggregate, appropriate for the purposes of the valuation, and 

* the methods employed in the valuation are appropriate for the purposes of the valuation. 


Nonetheless, the future experience of OMERS may differ from the actuarial assumptions, resulting in gains or losses which 
will be revealed in future valuations. 
The valuation was prepared and our opinions given in accordance with accepted actuarial practice. 


Respectfully submitted 
Watson Wyatt & Company 


a tte ae 


Martin J.K. Brown, F.I.A. 
Fellow, Canadian Institute of Actuaries 
March 23, 2000 
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Auditors’ Report 


To the Ontario Municipal Employees Retirement Board 

We have audited the consolidated statement of net assets of the Ontario Municipal Employees Retirement Fund as at 
December 31, 1999 and the consolidated statement of changes in net assets for the year then ended. These financial 
statements are the responsibility of the Fund’s management. Our responsibility is to express an opinion on these financial 


statements based on our audit. 


We conducted our audit in accordance with Canadian generally accepted auditing standards. Those standards require that 
we plan and perform an audit to obtain reasonable assurance whether the financial statements are free of material 
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the 
financial statements. An audit also includes assessing the accounting principles used and significant estimates made by 


management, as well as evaluating the overall financial statement presentation. 


In our opinion, these consolidated financial statements present fairly, in all material respects, the net assets of the Fund 
as at December 31, 1999 and the changes in its net assets for the year then ended in accordance with Canadian generally 


accepted accounting principles. 
Kang LF 


Chartered Accountants 


Toronto, Canada 


March 23, 2000 


Consolidated Financial Statements 


Consolidated Statement of Net Assets 


(Millions) 

As at December 31, 1999 1998 
Assets 

Investments (note 3) $ 35,278 $ 32,529 
Accrued income 133 139 
Amounts due from pending trades 360 158 
Other assets (note 5) 23 30 
Total Assets 35,794 32,856 
Liabilities 

Due to administered pension funds (note 6) 502 437 
Amounts payable from pending trades 280 916 
Other pension liabilities 82 123 
Total Liabilities 864 1,476 
Net assets (note 7) $ 34,930 Sst 380 
The accompanying notes to the consolidated financial statements are an integral part of this statement. 

Signed on Behalf of the Board 
eee Lee 

Susan O’Gorman Retem Weiss 

Member Member 

Consolidated Statement of Changes in Net Assets 

(Millions) 

For the year ended December 31, 1999 1998 
Increases in net assets 

Contributions (note 8) $ 27 $ 372 
Net investment income (note 9) 4,598 2,867 
Total Increase 4,625 3,239 
Decreases in net assets 

Benefits (note 10) 1,005 920 
Administrative expenditures (note 11) 70 47 

Total Decrease 1,075 967 
Increase in net assets 3,550 DDD 
Net assets at beginning of year 31,380 29,108 
Net assets at end of year $ 34,930 SH Ste 


The accompanying notes to the consolidated financial statements are an integral part of this statement. 
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Notes to Consolidated Financial Statements 


Year ended December 31, 1999 


General 

The Ontario Municipal Employees Retirement System (OMERS or the System) is a multi-employer pension plan which 
operates as the Ontario Municipal Employees Retirement Fund (the Fund) as provided in Section 5 of the Ontario 
Municipal Employees Retirement System Act (OMERS Act). The System provides pensions for employees of Ontario 


municipalities, local boards, public utilities and school boards (non-teaching staff). 


The Fund is a contributory defined benefit pension plan which is financed by equal contributions from participating 
employers and employees, and by the investment earnings of the Fund. The Fund is registered under the Ontario Pension 
Benefits Act, Registration #0345983. 


The normal retirement age is 65 years for all OMERS members except police officers and firefighters, who may have a 
normal retirement age of 60 years. The normal retirement pension is calculated using a member's years of credited service 
and the average annual earnings during the member’s highest five years of contributory earnings. The pension is 


integrated with the Canada Pension Plan. 


The Pension Benefits Act (PBA) of Ontario requires that participating employers fund the benefits determined under the 
plan. In accordance with the PBA, the determination of the value of these benefits is made on the basis of a periodic 


actuarial valuation. 


In addition to the normal retirement benefit described above, early retirement benefits, death benefits, disability waivers 
and pensions, and termination benefits are available to members who meet the plan requirements. Complete information 
may be found in the OMERS Act and Regulation or by contacting OMERS. 


Note 1 - Summary of significant accounting policies 
3asis of Presentation 
These financial statements are prepared on a going concern basis and present the information of the Ontario Municipal 


Employees Retirement Fund as a separate financial reporting entity independent of the sponsors and plan members. 


The preparation of financial statements in conformity with Canadian generally accepted accounting principles requires 
management to make estimates and assumptions that affect the reported amounts in the consolidated statement of net 


assets and the consolidated statement of changes in net assets. Actual results could differ from these estimates. 
Certain comparative data has been restated to conform with the current year presentation. 


Consolidation 

OMERS holds certain investments through subsidiaries and various other corporate structures. Subsidiaries are entities 
controlled by OMERS through ownership of a majority of the voting shares. Other corporate structures where there is co- 
ownership in the economic activities of the entity are jointly controlled by OMERS together with various partners through 


a proportionate ownership of the voting shares. 


The consolidated financial statements include the financial statements of OMERS, its subsidiaries holding real estate, 
mortgage, private equity and resource investments, and the proportionate share belonging to OMERS of the assets, 
liabilities, and operating income of entities where there is co-ownership. Intercompany transactions and balances are 


eliminated in arriving at the consolidated financial statements. 


Note 1 - Summary of significant accounting policies (continued) 
Investments 
Investment transactions are recorded at the point when the risks and rewards of ownership are transferred. As such, 


publicly traded securities are recorded as of the trade date of the transaction. 


Investments are stated at fair value. Fair value amounts represent estimates of the consideration that would be agreed 
upon between knowledgeable, willing parties who are under no compulsion to act. It is best evidenced by a quoted market 
price, if one exists. The calculation of estimated fair value is based on market conditions at a specific point in time and 


may not be reflective of future fair values. 


The difference between the value of an asset at the time it was acquired and its current fair value takes into account 
changes in market rates and credit risk of the issuer that have occurred since original acquisition. The change in the 
difference between fair value and cost of investments at the beginning and end of each year is reflected in net investment 


income in the statement of changes in net assets as unrealized appreciation/depreciation of investments. 


Fair values of investments are determined as follows: 


i) Short-term deposits are recorded at cost which, together with accrued interest income, approximates fair value. 


ii) Bonds, debentures, equities and resource properties are valued at year-end quoted market prices where available. 
Where quoted market prices are not available, estimated values are calculated using discounted cash flows based on 


current market yields, comparable securities, independent asset appraisals, and financial analysis. 


iii) Real estate, composed primarily of income producing properties, is generally valued through an appraisal process 
which utilizes discounted future cash flows. In generating future cash flows certain assumptions are made with 
respect to future economic conditions and rates of return. The appraisal process is carried out annually by 
independent appraisers in accordance with generally accepted appraisal practices and procedures. Jones Lang LaSalle 
Real Estate Services and Colliers Macaulay Nicolls Inc. are the firms of independent appraisers engaged for the 1999 


valuation process. 
The fair value of real estate, which has been recently acquired, is based on the purchase price. 


iv) Mortgages and private debt are valued using discounted cash flows based on current market yields for instruments 


of similar risk and term to maturity. 


v) Derivatives, including interest rate swaps, bond index swap contracts, equity index swaps, equity swap contracts, 
equity index futures contracts and foreign exchange forward contracts, are valued at year-end market prices 
determined by quoted market values where available or discounted cash flows using current market yields, where 


quoted market values are not available. 


Investment income includes dividends, interest and operating income from real estate and other subsidiaries, which is 
recorded on the accrual basis, gains and losses that have been realized on disposal of investments, as well as the 


unrealized appreciation and depreciation in the fair value of investments. 


Non-Investment Assets and Liabilities 
The fair value of contributions receivable, accrued income, amounts due from pending trades, other assets, amounts due 
to administered pension funds, amounts payable from pending trades and other pension liabilities approximate their 


carrying amounts. 
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Notes to Consolidated Financial Statements 


Foreign Currency Translation 

Certain OMERS investments are denominated in various foreign currencies. The fair values of such investments are included 
in the statement of net assets and are translated into Canadian dollars at the year-end rate of exchange. Unrealized foreign 

exchange gains and losses arising from this translation are included in unrealized appreciation/depreciation of investments. 

Once a foreign currency denominated investment is sold, the realized foreign exchange gain or loss is recognized in realized 


gains on disposal of investments. 


Note 2 —- Responsibilities of the actuary and external auditors 

The actuary is appointed by the OMERS Board. It is the actuary’s responsibility to carry out regular valuations of the 
actuarial liabilities of the System in accordance with accepted actuarial principles and report thereon to the OMERS Board. 
The actuary’s opinion is set out in the Actuarial Cost Certificate. In performing the valuation, the actuary values the benefits 
provided under the System using appropriate assumptions about future economic conditions (such as inflation, salary 
increases, and investment returns) and demographic factors (such as mortality and turnover rates and retirement ages). These 


assumptions take into account the circumstances of OMERS and its members and pensioners. 


The external auditors are also appointed by the OMERS Board. Their responsibility is to report to the OMERS Board 
regarding the fairness of presentation of OMERS net assets, and changes in net assets as shown in the annual consolidated 
financial statements. The external auditors make use of the work of the actuary for the actuarial liabilities as disclosed in 
the notes to the financial statements, in respect of which the actuary has given an opinion. The auditors’ report outlines the 


scope of their examination and their opinion. 


Note 3 — Investments 


1999 1998 

(Millions) Fair Value Cost Fair Value Cost 
Interest Bearing Investments 

Cash and short-term deposits $ 2,462 $ 2,462 $ 4,298 $ 4,298 
Canadian bonds and debentures 6,071 6,179 5,860 5,376 
Non-Canadian bonds 1,573 1,689 547 esol 
Private debt 216 224 175 WHS) 
Mortgages 1,244 1,259 1,067 1,006 


$ 11,566 $ 11,813 $ 12,947 $ 12,244 


Non-Interest Bearing Investments 


Canadian equities 11,603 7,304 9,680 7,078 
Non-Canadian equities 7S 4! 4,678 5,399 3,520 
Real estate 4,126 4,115 3995) 3,916 
Resource properties 111 98 69 83 
Canadian private equities 509 209i 207 137 
Non-Canadian private equities 229 183 232) 169 

$ 23,712 $ 16,675 § 19), 582 $ 14,903 
Total Investments $ 35,278 $ 28,488 8 32,528 $ 27,147 


Note 3 - Investments (continued) 
At December 31, 1999, the Fund held the following investments, each having a fair value or cost exceeding 1% of the fair 


value or cost of total investments: 


1999 Aggregate = 1998 Aggregate 
Number of Number of 
Investments Fair Value _ Cost Investments Fair Value Cost 
Canadian interest bearing investments 6 2134: 2,206 1 421 391 
Canadian equities 2 2,612 531 4 1,618 612 
Real estate properties 3 1,016 Os 3 1,266 1,111 
1] 5,762 3,652 8 37305 2,114 


Canadian securities where the individual issue has a cost or fair value exceeding 1% of the fair value or cost of total 
investments are comprised of interest bearing securities issued by the Royal Bank of Canada and the Government of Canada 
and equity securities issued by BCE Inc and Nortel Networks Corporation. Real estate investments above include ownership 
interest in the following properties, all of which are located in Ontario: Royal Bank Plaza, Square One Shopping Centre and 


Yorkdale Shopping Centre. 


OMERS holds a number of its real estate investments through entities involving joint venture and co-ownership 
arrangements. The fair value of OMERS proportionate share in these assets was $2,658 million at December 31, 1999 (1998 - 
$1,255 million). OMERS share of the net income earned by these entities was $151 million for the year ended December 31, 


1999 (1998 — $86 million) and is included in net investment income from real estate. 


OMERS has guaranteed certain of the obligations of the entities where it is involved on a co-ownership basis and, in certain 
cases, is contingently liable for the obligations of its associates. The assets of these entities are available and are sufficient 


for the purpose of satisfying such obligations. 


OMERS participates in a securities lending program whereby it lends securities it owns to others. For securities lent, OMERS 
receives a fee as well as receiving securities of equal or superior credit quality as collateral. As at December 31, 1999, 
securities with an estimated fair value of $2,579 million (1998 - $2,438 million) were loaned out, while securities received 


and contractually receivable as collateral had an estimated fair value of $2,708 million (1998 - $2,560 million). 


Risk Management 

Risk management relates to the understanding and active management of risks associated with all areas of the business and 
the associated operating environment. Investments are primarily exposed to foreign currency, interest rate volatility and 
credit risk. OMERS has set formal policies and procedures that establish an asset mix among equity, fixed income and real 
estate investments; require diversification of investments within categories; and set limits on the size of exposure to 
individual investments and counterparties. In addition derivative financial instruments are used, where appropriate, to assist 


in the management of these risks (see note 4). 
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Notes to Consolidated Financial Statements 


Foreign Currency Risk 


Foreign currency exposure arises from the Fund holding investments denominated in currencies other than the Canadian 


Dollar. Fluctuations in the relative value of the Canadian Dollar against these foreign currencies can result in a positive ora 


negative effect on the fair value of investments. The Fund’s holdings by geographical location of the issuer and by currency 


as at December 31 are as follows: 


Geographical Currency 

(Millions - Canadian dollar equivalent) 1999 1998 1999 1998 
Canada $ 25,047 § 73) 1133} $ 21,873 $ 23,600 
United States of America 4,677 4,075 8,458 4,425 
United Kingdom 1,004 Sli 695 714 
Euro zone 1,962 2,102 1,900 2,027 
Other Western Europe 596 546 493 499 
Japan 1,419 968 1,401 792 
Other Pacific 262 296 276 282 
Emerging Markets 311 498 182 190 

$ 35,278 $32,529 $ 35,278 $7 325529 


Canadian assets backing derivatives have been allocated to the geographic location/currency of the underlying asset or index from 


which the derivative contract derives its value. 


(1) Euro zone includes the eleven member countries which merged their individual currencies into one currency known as the Euro 


effective Jan 1, 1999. The 1998 currency exposure for the Euro zone is the Canadian Dollar equivalent of the legacy currencies for these 


countries. 


Interest Rate Risk 


Interest rate risk refers to the effect on the market value of the Fund’s investments due to fluctuation of interest rates. The 


risk arises from the potential variation in the timing and amount of cash flows related to the Plan’s assets and liabilities. 


Due to the indexing of benefit entitlements and the relatively long duration of pension benefits, OMERS liabilities are 


influenced by inflation and long-term rates of return. Alternatively asset values are affected more by equity markets and 


short-term changes in interest rates. The fixed income portfolio has guidelines on duration and distribution, which are 


designed to mitigate the risk of interest rate volatility. 


Term to maturity classifications of interest-bearing investments, based upon the contractual maturity of the securities, are as 


follows: 
1999 1998 
Term to Maturity 

Within tito Over Average Average 

lb Year Years 5 Years Total Effective Total Effective 
(Millions) ($) ($) ($) ($) Yield ($) Yield 
Cash and short-term deposits 2,462 - - 2,462 5.05% 4,298 5.14% 
Canadian bonds and debentures 355 1,654 4,062 6,071 6.38% 5,860 5.22% 
Non-Canadian bonds 11 734 828 1,573 5.48% 1,547 4.15% 
Private debt 4 40 172 216 7.98% TS 8.05% 
Mortgages 92, 624 528 1,244 8.12% 1,067 6.95% 
Total 2,924 3,052 5,590 11,566 6.19% 12,947 5.25% 


Average effective yield represents the weighted average rate required to discount future cash flows to current market value. 


Canadian bonds and debentures primarily consist of Government of Canada and Provincial Government debt. Corporate debt 
comprises 20.2% (1998 - 8.3%) of the Canadian bonds and debentures. Non-Canadian bonds are liquid and marketable 
government and supra national debt issues consisting primarily of the 12 member countries of the Organization for 


Economic Cooperation and Development. 


Credit Risk 
The Fund is exposed to credit-related risk in the event a security counterparty defaults or becomes insolvent. OMERS has 
established investment criteria which are designed to manage the Fund's credit risk by establishing limits to credit exposure 


from individual corporate entities. Credit risk arising from derivative financial instruments is discussed in note 4. 


Note 4 - Derivative financial instruments 
The Fund uses derivative financial instruments, when appropriate, in the administration of its asset mix management and to 
assist in the management of financial risks, including interest rate volatility and foreign exchange risks. In certain 


circumstances derivatives are used to increase returns or to replicate investments synthetically. 


Derivative financial instruments are financial contracts, the value of which is derived from underlying assets or interest or 
exchange rates. OMERS enters into derivative investment activities in combination with the cash and short-term deposits 
portfolio. Derivatives transactions are conducted in the over-the-counter market directly between two counterparties or on 


regulated exchange markets. Types of contracts currently entered into by OMERS include: 


¢ Swaps, which are contractual agreements between two parties to exchange fixed and/or floating rate payments based on a 
notional value. 

e Forwards and futures, which are contractual agreements to either buy or sell a specified currency or financial instrument 
at a specific price and date in the future. Forwards are customized contracts transacted in the over-the-counter market. 


Futures are transacted in standardized amounts on regulated exchanges and are subject to daily cash margining. 


The Fund is exposed to credit-related losses in the event of non-performance by counterparties to derivative financial 


instruments. In order to mitigate this risk, OMERS: 


e deals only with highly rated counterparties, normally major financial institutions with minimum credit standard of ”A” 
rating, as supported by a recognized credit rating agency; 

e enters into derivatives only on an unlevered basis; and 

¢ arranges either master netting agreements or other credit risk mitigation in the form of up front collateral or quarterly 


prepayments of the fair value of the contract on all derivative transactions. 


Credit risk represents the maximum amount that would be at risk as at the reporting date if the counterparties failed 
completely to perform under the contracts, and if the right of offset proved to be non-enforceable. Credit risk exposure on 
derivative financial instruments is represented by the receivable replacement cost of contracts with counterparties, less any 


prepayment collateral or margin received, as at the reporting date. 


Credit risk on futures contracts is minimal as the counterparty is an exchange rather than a corporate entity and contracts 


are marked to market and margin receivables and payables are settled in cash daily. 
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Notes to Consolidated Financial Statements 


The following table summarizes OMERS derivative portfolio and related credit exposure: 


¢ Notional value: represents the amount to which a rate or price is applied in order to calculate the exchange of cash flows. 
e Replacement cost: represents the cost of replacing, at current market rates, all contracts which have a positive fair value. 
The amounts do not take into consideration legal contracts which permit offsetting of positions or any collateral which 


may be obtained. 


1999 1998 
Fair Value Fair Value 
Credit Risk 

Notional Gross Gross (replacement Notional Gross Gross 
(Millions) Value Assets Liabilities cost) Value Assets Liabilities 
Interest rate swap contracts $ 569 $ 4 $ - $ 4 $ = $ - $ - 
Bond index swap contracts 56 - - - = = = 
Equity index swap contracts 887 96 (1) 96 Qi 84 - 
Equity swap contracts 75 17, - Wi = = = 
Equity index futures contracts 1,675 U (3) 7 2,495 12 (1) 
Foreign exchange forward contracts 1,140 3 (13) 3 571 7 (9) 
Total $ 4,402 $ 127 $ (17) S$ 127 H 3983 $ 103 $ (10) 


All derivative instruments mature within one year except interest rate and bond swap contracts with a notional value of 
$417 million (1998 — nil) that mature between 2000 and 2002. 


Note 5 — Other assets 


(Millions) 1999 1998 
Long term receivables $ 15 $ Dil 
Other 8 9 

$ 23 $ 30 


(1) Under the terms of the OMERS Act and Regulation certain participating employers have entered 
into agreements with the Board for the provision of supplementary benefits for past service. Each 
employer is responsible, individually, for the funding of such benefits based on separate actuarial 
valuations. Amounts due from employers in respect of these agreements are recorded as long-term 
receivables to be paid, with interest, over a period not to exceed fifteen years. The fair value of the 
long-term receivables, which are valued using discounted cash flows using current market yield, is 


approximately $15 million (1998 - $21 million). 


Note 6 — Due to administered pension funds 

The managed pension plans which form part of the Fund are administered on behalf of The Board of Trustees of the Ryerson 
Polytechnic University and the Minister of Energy for the Province of Ontario (The Ontario Hydro Guarantee Fund) and are 
credited with income based upon their proportionate share of the investments of the Fund, at fair value. The Ontario 
Municipal Employees Retirement Board is authorized under the terms of the various management agreements to recover its 


expenses for administering the aforementioned plans. 


Note 7 - Net assets 

The actuarial present value of accrued benefits is a calculation of the value of pension and other benefit obligations of 
OMERS in respect of benefits accrued to date for all active and inactive members of OMERS. This obligation is measured 
using actuarial assumptions and methods adopted by management as long-term best estimates of OMERS future 
experience. Since there is no intention of extinguishing the obligations in the near term, the fair value is best 
approximated by using the same actuarial basis. As underlying conditions change over time, management’s best estimate 


assumptions may also change, which could cause a material change in the actuarial present value of accrued benefits. 


The following actuarial assumptions have been used in the actuarial valuations of OMERS: 


1999 1998 
Assumed rate of inflation 3.0% 4.0% 
Assumed rate of pensionable earnings increases 4.5% 5.5% 
Assumed actuarial rate of return on plan assets 7.0% 7.5% 


The extrapolation of the actuarial valuation to December 31, 1999, which follows, takes account of amendments made to 
the plan up to December 31, 1999. The 1998 comparative amounts have been restated to reflect the actuarial valuation 


conducted as of December 31, 1998. 


(Millions) 199) 1998 
Fair value of net assets at end of year™ $ 34,921 See lesy72 
Adjustment to the fair value for actuarial purposes : (3,957) (a3 5) 
Actuarial value of net assets at end of year 30,964 28,237 
Actuarial present value of accrued pension 
benefits at beginning of year 22,283 PeOS 
Ad hoc increases to pension benefits - 18 
Interest accrued on benefits 1,893 1,582 
Benefits accrued 966 908 
Benefits paid (1,005) (920) 
Plan amendments 3,498 - 
Changes to actuarial assumptions (1,848) - 
Experience gains (455) (410) 
Actuarial present value of accrued 
pension benefits at end of year 25,332, 22,283 
Full earnings pension assets 9 8 
Full earnings pension liability 39 41 
Net liability of full earnings pension 30 33 
25,362 22,316 
Excess of actuarial value of net assets over 
actuarial present value of accrued pension benefits $ 5,602 S Bop 


* Excludes full earnings pension assets 
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A portion of the excess of actuarial value of net assets over the actuarial present value of accrued pension benefits has 
been allocated by the Board to a Funding Stabilization Reserve. The amount of this reserve for 1999 is $ 1,267 million 
(1998 — $1,114 million). 


The full earnings pension benefit was set up within the OMERS Act and Regulation for those members with earnings 


exceeding the amount that generates the maximum pension allowed by the Income Tax Act. 


In May 1999, the Ontario Government approved a package of surplus management proposals put forward by the OMERS 


Board. The following benefit changes were included, with retroactive effect from January 1, 1999: 


e The contribution holiday, which is subject to annual review, was extended to December 31, 2001, after which time regular 
contributions are to be resumed in stages over a three-year period. 

* The age plus years of service factor which entitles members to an unreduced early retirement pension was reduced from 
90 for Normal Retirement Age 65 members and 85 for Normal Retirement Age 60 members to 80 and 75 respectively for 
members who retire on or after January 1, 1999 and on or before December 31, 2001 (factors of 85 and 80 respectively 
were already in effect for members who retire on or after November 30, 1997 and on or before December 31, 2002). 

e Eligibility for early retirement was extended from members within 10 years of normal retirement age to members 
within 15 years of normal retirement age, provided retirement occurs on or after January 1, 1999 and on or before 
December 31, 2001. 

e Guaranteed inflation-based indexing of benefits was increased from 70% to 100% of the annual increase in the Consumer 
Price Index. 

e The maximum amount of pension a surviving spouse with eligible children can receive has increased from 75% to 100% 
of the deceased member’s lifetime pension. 

e Contributions made by members prior to January 1, 1992 but after they had completed 35 years of credited service will be 
refunded, with interest. 

e The Canada Pension Plan offset which applies at age 65 has been reduced from 0.7% of pensionable earnings up to the 
average YMPE to 0.675%, increasing the lifetime pension. The averaging period for the YMPE used to calculate the 


offset has been increased from three to five years. 


The changes to the Canada Pension Plan offset calculations cannot be implemented until amendments to the Municipal 
Act have been made. When implemented, they will also be applied with retroactive effect from January 1, 1999. 
Allowance for the increased benefits due to the changes in the offset calculation has been included in the actuarial 


present value of accrued benefits at December 31, 1999. 


Solvency Valuation 

The actuarial value of net assets and the actuarial present value of accrued pension benefits is presented above on the going 
concern basis, consistent with other areas of the financial statements. Under the Pension Benefits Act of Ontario, a wind-up 
valuation must be performed on the plan, even though the risk of it being wound up is remote. This special valuation 
excludes the full earnings pension benefits and assumes a liquidation scenario. The actuarial present value of accrued 
pension benefits, excluding the full earnings pension benefits, was estimated to be $28,638 million as at December 31, 1999 
(1998 - $26,464 million). Under the solvency valuation, net assets are based on their fair value. As at December 31, 1999, 
the fair value of net assets excluding the full earnings assets was $34,921 million (1998 — $31,372 million). A reasonable 


allowance for the expenses of winding up the plan would not significantly reduce the assets available for benefits. 


Note 8 — Contributions 


(Millions) 1999 1998 
Members $ = $ 176 
Employers, current service 2 176 


Employers, long-term receivables 


and interest thereon (note 5) 5 8 
Transfers from other pension plans 8 6 
Other contributions 14 : 6 


$ 27 $ 37D 


Effective August 1998, a contribution holiday for both members and employers was put into place. The contribution holiday 
was reviewed in 1999, and an extension to December 31, 2001 was approved, subject to annual review. These initiatives 


were introduced as part of the surplus management proposals discussed in note 7. 


Note 9 - Net investment income 

a) Net Investment Income Before Allocating the Effect of Derivative Contracts 

Investment income before giving effect to derivative contracts and before allocating the realized and unrealized 
gains/(losses) for the period ended December 31, is presented below. Income from assets backing derivative financial 
instruments is reported in the particular backing asset category. Investment operating expenses of $28 million 

(1998 - $30 million) are netted against the particular portfolio where the costs were incurred. Income from derivative 
financial instruments of $300 million (1998 - $399 million) is included in the realized gains/losses on disposal and 


the unrealized appreciation/depreciation in the fair value of investments. 
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Note 9 - Net investment income (continued) 


(Millions) 1999 1998 
INCOME 
Interest Bearing Investments 
Short-term deposits $ 128 $ 126 
Canadian Bonds & Debentures 363 380 
Non-Canadian Bonds 81 88 
Private debt 15 12 
Mortgages 107 102 
694 708 
Equity Investments 
Canadian Equities 196 185 
Non-Canadian Equities 88 74 
Resource properties 6 10 
Canadian private equities (6) (13) 
Non-Canadian private equities 2 6 
286 262 
Real Estate Investments 276 PNT 
NET REALIZED GAINS 
on disposal of investments 2,002 D333} 
NET UNREALIZED 
APPRECIATION/(DEPRECIATION) 
in the fair value of investments 1,425 (401) 
4,683 DoS) 
Less income credited to: 
Administered pension funds 69 39 
Provision for supplementary retirement benefits 16 13 


$ 4,598 Dio) 


b) Investment Income After Allocating the Effect of Derivative Contracts 
Investment income by asset class, after allocating the realized and unrealized 


gains and losses on investments, is as follows: 


(Millions) 1999 1998 
Fixed income 5) 53) 8 06 
Canadian equities 2,901 (171) 
Non-Canadian equities 1,646 1,550 
Real estate 289 434 


$ 4,683 2S) 


Note 10 - Benefits 


(Millions) 1999 1998 
Members’ pensions $ 817 $ 761 
Commuted value payments ie 105 
Members’ contributions plus interest refunded 57 44 
Transfers to other pension plans 10 10 
$ 1,005 $920 
Note 11 - Administrative expenditures 
a) Operating Expenses 
(Millions) 1999 1998 
Personnel services So) 27S DAKO) 
Transportation and communication 2a Des 
Actuarial services 0.4 0.3 
Audit services 0.3 0.4 
Legal services 0.4 0.6 
Other professional services is 0.6 
Occupancy costs and municipal taxes Dee | 2.8 
Systems development purchased services L9ES g),1 
Other purchased services 8.2 5.4 
Equipment and depreciation 4.1 2.6 
Materials and supplies 2.4 ites) 
$ 69.5 $ 47.2 


b) Compensation 


The following information is furnished in compliance with 


the Public Sector Salary Disclosure Act 1996. 


1999 
Employee Position Held Salaries* Benefits™* 
Bale, B Senior Portfolio Manager, Core Fund $ 162,739 $ 499 
Belcourt, G Portfolio Manager, Mortgages 120,685 394 
Beswick, M " Senior Vice President, Pensions 175,576 9,849 
Bloeman, P Asset Manager, Retail M85 44] 
Brundage, P Asset Manager, Office 114,118 425 
Buie, J Vice President, Corporate Planning & Budget 120,272 466 
Burgess, L Senior Portfolio Manager, Private Placements 147,026 448 
Carlin, C Senior Portfolio Manager, Small Cap Fund 144,703 436 
Clark, L Vice President, Economic Policy & Strategic Research 1325133 444 
Collier, I Vice President, Private Placements 203,564 608 
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1999 


Employee Position Held Salaries™ Benefits™ 
Donegan, J Senior Portfolio Manager, External Funds MD BS B99 
Eastman, E Portfolio Manager, Fixed Income 124,793 418 
Estabrooks, D Vice President, Financial Services 113,020 440 
Farmer, L Portfolio Manager, Mortgages 118,352 385 
Figuer, F Senior Analyst 107,633 - 
Fotheringham, k Senior Portfolio Manager, Derivatives 136,883 432 
Funston, E Vice President, Pension Systems 145,551 472 
Gladstone, W "” Senior Vice President, Finance & Administration 185,126 11,678 
Gledhill, S Vice President, Accounting & Financial 136,053 515 
Gray, M Senior Vice President, Portfolio Mgmt. — Office 207,801 667 
Gunn, i Senior Vice President, Investments 354,552 1,074 
Jarvis, P Vice President, Fixed Income 175,982 614 
Knight, G Portfolio Manager, Indexed Equities 109,227 343 
Lai, T Portfolio Manager, Foreign Bonds 116,052 401 
Latimer, M Managing Director, OMERS Realty Corporation 350,316 1,033 
Leckman, D Vice President, Public Market Equities 195,480 613 
Mak, R Team Leader, Membership System 100,283 314 
Morrison, J Senior Vice President, Portfolio Mgmt. — Retail 239,950 778 
Oakley, D Vice President, Pension Administration 124,000 494 
Paget, M Manager, Application Services 116,608 389 
Parr, D Senior Portfolio Manager, Private Placements (B82 52 430 
Peto, D Portfolio Manager, Equity Trading 127,611 417 
Plaititet Gam Senior Vice President, Corporate Affairs 160,632 10,037 
Ramasawimy, R Manager, Systems Services 118,048 Bie 
Richmond, D “’ President & C.E.O. 314,386 20,505 
Senst, G Vice President, Real Estate 194,538 608 
Vaillancourt, C *** Vice President, Information Services 164,098 501 
Winkler, W Manager, Computing Infrastructure Services 120,746 396 
Woolsey, J Vice President, Private Market Investment Services 106,409 420 


* Salary includes incentive bonuses awarded on the attainment of total fund, corporate, and divisional goals and objectives 
“ Taxable benefits include life insurance, car allowance and other taxable perquisites 
™“* No longer employed by OMERS 


(1) Executive Compensation 
OMERS executive compensation programs are governed by the Compensation Sub-Committee of the Board, which relies on independent consultants to advise on and gauge 


market competitiveness. The executive programs are designed to be competitive in order to attract, retain and reward the broad-based management talent needed to achieve 


organization objectives. In determining compensation levels, a range of comparison groups is referenced and may include other large public and private sector pension funds, 


financial service organizations and the broader public sector. Comparison groups can vary with executive position. 


Ten Year Review of Financial Data 


($ Millions) 1999) 1998 1997 1996 1995 1994 1993 1992 199] 1990 
Investments at market” 
Debt 11,566 12,947 10;625 8,554 6,737 6,560 6,673 5,682 5,678 5,122 
Equity 195586 15,587 16,022) 14612 125149 115935 11,570 8/505 7.766 6,475 
Real Estate ALAVAS SYS IS) as) SHS)II DN 1,846 1,646 1,348 865 
35,278 32,529 29,376 25,616 21,277 20,646 20,089 15,833 14,792 12,462 
Assets at market value for” 
Total fund 54,930 S38 OZ ONOS25 B78 r2 3 eke 389) Maes 4 O05 eS !O9is Wial4o 
Liability for: 
Supplementary agreements 131 116 110 121 120 134 13,9 136 128 WiUY/ 
Administered pension plans 502 437 395 341 245 2408) 362, 184i 79 462 
35,563 31,933 29,613 25,840 21,678 20,986 20,279 15,982 14,938 12,719 
Investment income earned 
(incl. realized and unrealized gains) 
Basic plan 4,598 2,867 3,692 4,074 2,625 S10 S368 ATS e576 (384) 
Supplementary benefit agreements 16 13 11 9 1] 13 8 2 2 2 
Administered pension plans 69 39 5] 55 381 44 448 106 208 (52) 
4,683 DNS) BM Pey ak bis SONI 367 Sls) 583 1,786 (434) 
Contributions received for 
Basic plan - 364 869 874 869 870 890 878 USS 683 
Basic plan unfunded liabilities 27 8 Dl 8 6 9 1] 12 18 36 
Supplementary benefit agreements 1 - l - l D 
7 27) 890) eer eTGuNne7o 902 eco) yea 721 
Payments to members 
Pensions paid 817 761 699 661 570 49] 414 B73 328 278 
Contributions and interest refunded 178 149 104 89 67 Sil 43 37 43 54 
Transfers to other plans 10 10 9 6 6 4 6 13 13 5 
1,005 920 812 756 643 546 463 423 384 B87), 
Expenditures 
Administration 70 47 40 35 33 33 Bil 30 24 23 
Investment operating 28 30 24 25 DD 18 16 15 13 7 
98 Ve, 64 60 By5} 51 47 45 SW 30 
Total fund annual rate of return 
Time weighted return on market value 15.2% 10.1% 14.8% 19.3% 14.2% 1.8% 23.7% 3.9% 14.5% (3.4)% 


*market value as at December 31 
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OMERS Board Members and Senior Officers 


As at January 1, 2000 


Board Members 
Employee Reps 


Susan O’Gorman 
Chair 
Ontario Nursing Association 


Peter Leiss 

First Vice Chair 
Canadian Union of 
Public Employees 


Paul Bailey 
Police Association of Ontario 


David Carrington 
Canadian Union of 
Public Employees 


Dick McIntosh 
Pensioner 


Rick Miller 
Ontario Professional 
Fire Fighters Association 


David A. Griffin 
(Until April 28/99) 
Police Association of Ontario 


Government of Ontario Rep 


Nancy Bardecki 


Employer Reps 


Walter Borthwick 
Second Vice Chair 


Mayor, Town of Wasaga Beach 


Roger Richard 
Past Chair 


Claude Guillemette 
Reeve, East Ferris Township 


Frederick Biro 
Peel Police Services Board 


Marianne Love 
City of Brampton 


Bill Rayburn 
County of Middlesex 


Wasim Hassan 
(Until Dec. 31/99) 
Municipal Electric Association 


Joanne Fulkerson 
(Until Mar. 31/99) 
Thunder Bay Hydro 


Limestone District School Board 


Nancy Bardecki, Walter Borthwick, David Carrington, Marianne Love, Roger Richard, Paul Bailey 


Senior Officers 


Dale Richmond 
President & CEO 


Michael Beswick 
Senior Vice President 
Pensions 


Wayne Gladstone 
Senior Vice President 
Finance €& Administration 


Tom Gunn 
Senior Vice President 
Investments 


Gillian Platt 
Senior Vice President 
Corporate Affairs 
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Advisors to the Board 


Actuary 
Watson Wyatt Worldwide 


Auditors 
KPMG LLP 


Legal Advisor 
Osler, Hoskin 
& Harcourt 


Master Custodian 
State Street 
Canada Inc. 


Medical Advisor 
Dr. D. Lewis 


Mandate and Governance 


Board Mandate 
OMERS mandate is set out in 
the OMERS Act and Regulation. 


Board responsibilities include: 
e Setting OMERS strategic direction 
e Allocating financial resources 


e Recommending plan design 
changes (subject to provincial 


government approval) 


e Determining investment 


asset mix allocation 
e Approving contribution rates 


e Appointing Chief Executive 
Officer and monitoring 


organizational effectiveness 


e Establishing executive 


compensation policy 


Board Membership 
Board members are appointed by 
the Provincial Government for a 


maximum of two three-year terms. 


OMERS is governed by a 13-member 


board composed of: 
e Six employee representatives 
e Six employer representatives 


e | provincial government 


representative 


Board Accountability 

Twelve of the 13 current members 

of the Board are plan members - a 

constant reminder that policies and 
decisions must be in the best 


interests of stakeholders. 


There is a mandatory orientation 
and ongoing continuing education 
program for Board members 


including seminars and conferences. 


Each Board member receives a 
Board handbook that provides 
a comprehensive description of 


responsibilities. 


A bi-annual Board evaluation 
program conducted by outside 


consultants was established in 1999. 


There are meetings 10 times each year 
plus two annual strategy sessions to 
ensure Board members are fully aware 


of the Plan’s management activities. 


The Board attendance in 1999 was 


close to 100%. 


The Board holds two general meetings 


a year with Plan members. 


Board Independence 

The Board has access to outside 
experts in plan administration and 
fund investment to assist them in 
undertaking their oversight 
responsibilities. 

The Board appoints the CEO, who 
is not a member of the Board, and 


reviews his performance annually. 


Day-to-day management of OMERS 
is delegated to the CEO. The Board 
retains responsibility for strategic 


management decisions. 


Board Governance 
The Board Govemance Sub-Committee 


was established in 1998. 


It consists of the chair, first vice- 
chair, immediate past chair and vice- 
chairs of the pension, management 


and investment committees. 


The Committee reviews the mandate 
of the Board and committees, 
evaluates the orientation and 
education programs, composition, 
qualifications, compensation and 
nomination process for Board 


members. 


It conducts a bi-annual Board 
evaluation with the assistance of 


outside consultants 


Board Committees 

The Board has four standing 
committees (listed below) and three 
sub-committees: governance, audit 


and compensation. 


Executive Committee 
Responsible for Board affairs, 
government relations, organizational 


changes. 


Serves as compensation 
subcommittee to handle executive 


compensation and performance. 


Investment Committee 
Approves asset mix policy, reviews 
investment policy and goals, reviews 


major investment decisions. 


Pension Committee 

Oversees pension administration 
policy, appoints independent actuary, 
reviews actuarial valuations, ensures 
stability of contribution rates, 


reviews plan benefit changes. 


Management Committee 
Responsible for human resources, 
annual budget, strategic plan and 


major purchases. 


_ Telephone 416.369.2400 
Toll-free 1.800.387.0813 


web =: www.omers.com 
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